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The average person
travels 189 miles a year
on foot, less than
3% of the overall
distance travelled.




THE AMERICAN ROAD TO SUCCESS

Road construction dates back to about 4000 BC. There are early roads in the Middle Fast made of stone and timber. Roads
preserved in swamps were discovered in England from that same time period. The first roads in America were developed to
serve wagons, coaches and bicycles. But it was the invention of the automobile that got the federal government involved in
road development.

The Federal Highway Act of 1921 was established to construct a paved two-lane interstate highway system. However, it
wasn't until President Eisenhower signed the Federal Aid Highway Act of 1956 that the interstate highway program got under-
way. Throughout the 1970’s and 80's the Federal Highway Administration opened 99 percent of the 42,000 miles of the
Interstate Highway System.

Today the American road is an important link to our national resources. Like the famous American highways, FNCB's
community branches are designed to connect the main streets of rural and urban Northeastern Pennsylvania and give our
customers access to the most convenient and modern banking facilities available. And like our highway system, we
are...poised for steady growth,

First National Community Bancorp, Inc. has an unparalleled understanding of the people of the community it serves. This
understanding allows us to provide fiscal value to our customers and shareholders. Our long-term plan of investing in
automation and technology gave us another record vear of high productivity and cost savings.

Our success as 4 financial institution is based on the fundamental belief that customers and shareholders want and embrace
intelligent banking choices presented in a straight forward, no-nonsense way. The American highway system helped spirit
the driving force of our optimism. ENCB'’s fiscal principles are the inter-regional strength that is leading Northeastern

Pennsylvania on the road to financial success.
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HIGHLIGHTS OF THE YEAR

(In thousands, except per share data)

AT YEAR END: 2003 2002 % Change
Total Assets $ 816,303 § 735,327 11.0
Net Loans 552,197 487,976 13.2
Total Deposits 602,069 540,475 114
Stockholders' Equity 68,738 62,843 9.4
FOR THE YEAR:

Net Interest Income before Provision for Credit Losses $ 23,295 $ 22,060 5.6
Provision for Credit Losses 1,200 1,400 (14.3)
Other Income 4,184 3,676 13.8
Other Expenses 15,483 14,248 8.7
Income before Income Taxes 10,796 10,088 7.0
Provision for Income Taxes 2,159 2,063 4.7
Net Income $ 8,037 $ 8,025 7.6
PER SHARE DATA:

Net Income - basic” $ 1.64 $ 1.56 5.1
Net Income - diluted® $ 1.57 $ 1.50 4.7
Cash Dividends $ 0.62 $ 0.55 12.7
Book Value"® $ 13.06 $ 12.21 7.0
Weighted Average Shares Outstanding - basic'” 5,264,489 5,148,126 -
Weighted Average Shares Outstanding - diluted*” 5,493,595 5,353,427 -
SELECTED RATIOS:

Return on Average Assets 1.11% 1.12% (0.9)
Return on Average Stockholders' Equity™ 13.15% 13.96% (5.8
Total Risk-Based Capital/Risk-Adjusted Assets 11.47% 11.68% (1.8)

“Earnings per share and book value per share are calculated based on the weighted average number of shares outstanding
during each vear. All share and per share information includes the retroactive effect of the 100% stock dividend paid

January 31, 2003.

@Reflects the effect of SFAS No. 115 in the amount of $2,635,000 in 2003 and $4,838,000 in 2002.




who bicycle have
greater job satisfaction,
are more productive and
miss work less often
due to illness.

MISSION STATEMENT

The mission of First National Community Bancorp, Inc. is to enhance the value of its shareholders’ investment by
maximizing long-term earnings, and we intend to accomplish this objective by offering the highest quality of serv-
ice to meet the needs of our most important asset, our loyal customer base. As a responsible member of the com-
munity we take great pride in having a board of directors and senior management with an interest in the com-
munity making the business decisions which affect the operations of the company and the welfare of the com-
munity. The company, and all individuals associated with our institution, will strive to maintain the highest ethical

standards and exhibit leadership, integrity, enthusiasm and vision in the pursuit of our mission. @
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OUR MARKET

With sixteen community bank offices strategically located throughout Lackawanna and Luzerne Counties, First National

Community Bancorp, Inc. is positioned to be the premier financial services provider in Northeastern Pennsylvania. We will

continue to evaluate opportunities that will provide access to customers and markets that compliment our long-term goals.

LACKAWANNA COUNTY OFFICES

DUNMORE FASHION MALL
102 E. Drinker St. 277 Scr./Carb. Hwy.
Dunmore Scranton
SCRANTON DALEVILLE
419-421 Spruce St. Routes 502 & 435
Scranton Daleville
DICKSON CITY CLARKS GREEN
934 Main St. 269 E. Grove St.
Dickson City Clarks Green
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LUzZERNE COUNTY OFFICES

WILKES-BARRE BACK MOUNTAIN

23 W. Market St. 169 N. Memorial Hwy.
Wilkes-Barre Shavertown

PITTSTON HANOVER TOWNSHIP
1700 N. Township Blvd. 734 San Souci Parkway
Pittston Hanover Township
KINGSTON ' NANTICOKE

754 Wyoming Ave. 194 S. Market St.
Kingston Nanticoke

EXETER HAZLETON

1625 Wyoming Ave. 330-352 West Broad Street
Exeter Hazleton

PLAINS ROUTE 315

27 N. River Rd. 40 Highway 315

Plains Pittston
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TO OUR SHAREHOLDERS:

A company’s business plan, much like the architect’s blueprint, provides a roadmap which is used to perform the
job at hand. Here in Northeastern Pennsylvania, one of our area’s strongest assets is our highway system and the
access it provides to metropolitan areas such as Boston, New York and Philadelphia as well as to the back roads
of the Poconos and small town America. At FNCB, our vision has lead us from our roots in Dunmore to Scranton
and Wilkes-Barre as well as to towns such as Pittston, Nanticoke and Hazleton. We will continue to look for
opportunities in the markets we serve as well as through expansion into new markets. Our mission has been
established. Our efforts, unrelenting.

T sissios oF Fiest Namosa, Cosmrsery Baws 1s 1o Exeanceg T Vaire OF s SHARoness’ INVESTMENT L.

As we look back on the year of 2003, we are once again proud of our accomplishments. Total assets increased
$81 million during the vear to over $816 million. Loan growth in 2003 was over $64 million while our deposit
growth was over $61 million, increases of 13% and 11% respectively. Our reserve for credit losses remains strong
and our core capital was strengthened through earnings retention and new stock issuance. Loan and deposit
growth combined with effective pricing techniques contributed to a $1.2 million increase in net interest income.
Service charges and fee income also improved in 2003, allowing us to continue to improve annual earnings in
spite of the costs associated with expansion. Net income amounted to $8.6 million in 2003, a $612,000, or 7.6%,
increase over the previous record total and a significant accomplishment during a low rate environment which
saw many banks struggle to meet earnings expectations. While we consider the past year to be a success, we also
realize there is much to be done. Our mission is clear. Our plan is sound.



... AND WE INTEND To AccompLisH THiS OBJECTIVE By OrrerING THE HIGHEST QUALITY OF SERVICE
To Meer THE Neeps OF Our Most IMPORTANT ASSET, OUR LovaL CUSTOMER BASE ...

During 2003, shareholders benefited from the success of the company through increased cash dividends, a 100%
stock dividend and improved market valuations. Cash dividends per share increased 13% to $.62 per share, an
attractive 2.18% return based on our year end stock price of $28.50. The 100% stock dividend issued early in
2003 also enhanced the value of our shareholders’ investment, resulting in a total return of over 55% after con-
sidering cash dividends and price appreciation. We are delighted to see that our investors have been rewarded
for our recent accomplishments. We look forward to sharing future benefits as we continue on our road to suc-
cess. Our mission is time-honored. Our reputation is growing.

... As A ResponsiBLE MEMBER OF THE CoMmuniTY WE Take GREAT PRIDE IN Havin A BoARD OF DIRECTORS
AND SENTOR MANAGEMENT WiTH AN INTEREST IN ToE Community Making THE Busivess DEcISIONS
WicH ArrecT THE OPERATIONS OF THE ComMpaNy AND THE WELFARE OF THE COMMUNITY ...

In addition to the financial success we experienced in 2003, we expanded our physical presence and added services
for both customers and shareholders. In October we opened the doors to a new facility on West Broad Street in
Hazleton. By vear end, the office had over 200 deposit accounts totaling $8.6 million dollars and $4.5 million in
loans outstanding. We look forward to expanding relationships in the Hazleton community as we travel new roads
in search of opportunities. Our sixteenth community office located on Route 315 in Pittston opened in February.
This office will expand our presence in the Luzerne County marketplace, providing convenient banking services
to both new and existing customers. Additional automatic teller machine locations and enhanced
electronic banking services were also added during 2003 for our customers’ convenience, making 24-hour banking,

Each vyear line
painting crews in
NE Pennsylvania use more than
150,000 gallons of white and yellow
paint and 1,000,000 lbs. of glass
beads (for reflectivity).
That's enough material to paint
a 6-inch wide line that's
10,000 miles long!




seven days a week available to anyone seeking the expediency of such services. The company also provided
"Direct Deposit of Dividends" in 2003. This service eliminates the possibility of lost dividend checks and provides
immediate credit to your account. It is through these new community offices and expanded services that our
mission is fulfilled. YOU are our most important asset!
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In the pages of this annual report, you can review the success we experienced during 2003. As you focus on our
mission statement, envision with us the opportunities that lie ahead. New markets, higher interest rates, increased
competition and technological advances are just a few of the opportunities and threats that will face us in the years
to come. Success is a journey, not a destination. Our vision will be tested again...

OUR MISSION IS CLEAR. THE ROAD IS LONG.

B B 5l Rlos

Louis A. DeNaples J. David Lombardi
CHAIRMAN OF THE BOARD PRESIDENT AND CHIEF EXECUTIVE OFFICER




The average
commute to the office
in NE Pennsylvania
is 25.2 minutes.




On average,
in excess of 400 miles

of roadway are paved
each year in NE
Pennsylvania.

CoMMmunITY IN RoADS

A community by definition is a group of people bound together by common interests, goals or practices.
Communities are relationships between people with common values and shared histories.

The roads of Northeastern Pennsylvania tie our communities together. A community made stronger by diversity.
Regardless of background ... social, spiritual, educational, ethnic, or political, the people of this region always

work together for the common good.

FNCB takes great pride in being a community bank. We understand to use the word meaningfully we must also
pledge to make 2 significant commitment to every citizen of Northeastern Pennsylvania. A pledge to communicate

honestly and to use all our resources to ensure everyone’s financial success.

Being a frue community bank is a great responsibility. It means taking an active role focusing on improving the
financial relationships between individuals and groups and institutions throughout Northeastern Pennsylvania.
It is 2 commitment based on an equal partnership of sharing skills, knowledge and experience to make our region

grow and prosper.

At FNCB Communtty IS OuR MIDDLE NAME.







Pennsylvania’s roads have been bringing our customers to our bank since we first opened our doors in 1910.
From Scranton’s first electric streetcar system, to the new Casey Highway, to the Cross Valley Expressway, our
roads have played a key role in the development of our community.

The highways of Northeastern Pennsylvania have strengthened our links to America ... and like First National

Community Bancorp, Inc. their growth inevitably leads to a better place to live and work.




In the past
ten years traffic
on our interstates has

interstate highways
is a truck. /




Each year
NE Pennsylvania
uses 1,000,000
| tons of stone, rock, |
gravel and sand for |
road construction |
and repair.

The American highway system helped spirit the driving force of our optimism. FNCB’s fiscal
principles are the inter-regional strength that is leading Northeastern Pennsylvania on the road to

financial success.
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SeLecTED FINANCIAL DATA

(In thousands, except per share data)
For the Years Ended December 31,

2003 2002 2001 2000 1999

Total assets $ 816,303 $ 735327 $ 676,307 $ 583852 $ 540,363
Interest-bearing balances with financial institutions 2,673 3,368 3,161 3,359 2,874
Securities 211,353 205,492 194,109 152,316 146,528
Net loans 552,197 487,976 439,884 393,125 359,244
Total deposits 602,069 540,475 517,334 460,418 411,126
Stockholders' equity 68,738 62,843 51,786 46,684 37,055
Net interest income before provision for credit losses 23,295 22,060 19,233 19,021 17,643
Provision for credit losses 1,200 1,400 1,220 970 1,020
Other income 4,184 3,676 3,151 1,382 1,577
Other expenses 15,483 14,248 12,683 11,752 10,795
Income before income taxes 10,796 10,088 8,481 7,681 7,405
Provision for income taxes 2,159 2,063 1,701 1,661 1,756
Net income 8,637 8,025 6,780 6,020 5,649
Cash dividends paid $ 3267 $ 2832 $ 2,455 $ 2,202 $ 1,922
Per share data:
Net income - basic® $ 1.64 $ 1.56 $ 1.34 $ 1.20 $ 1.17
Netincome - diluted" 3 1.57 $ 1.50 3 1.31 $ 1.20 $ 1.17
Cash dividends® $ 0.62 S 0.55 3 0.48 8 0.44 S 0.40
Book value"® $ 13.06 $ 122 $ 1023 S 933 3 7.70
Weighted average number of shares

outstanding - basic™ 5,264,489 5,148,126 5,061,996 5,004,490 4,814,556
Weighted average number of shares

outstanding - diluted” 5,493,595 5,353,427 5,189,441 5,037,692 4,814,556

®Earnings per share and book value per share are calculated based on the weighted average number of shares outstanding
during each year, after giving retroactive effect to the 100% stock dividend paid January 31, 2003.

“Cash dividends per share have been restated to reflect the retroactive effect of the 100% stock dividend paid January 31, 2003.

“Reflects the effect of SFAS No. 115 in the amount of $2,635,000 in 2003, $4,838,000 in 2002, $536,000 in 2001, $880,000 in 2000 and $(4,252,000} in

1999.




MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following financial review of First National Community Bancorp,
Inc. is presented on a consolidated basis and is intended to provide a
comparison of the financial performance of the company, including its
wholly-owned subsidiary, First National Community Bank for the years
ended December 31, 2003, 2002 and 2001. The information presented
below should be read in conjunction with the company’s consolidated
financial statements and accompanying notes appearing elsewhere in
this report.

SUMMARY

Net Income was $8,637,000 in 2003 which was $612,000, or 8%, higher
than the $8,025,000 earned in 2002. The $8,025,000 earned in 2002 was
$1,245,000, or 18%, higher than the $6,780,000 earned in 2001. Basic
garnings per share were $1.64, $1.56 and $1.34 in 2003, 2002 and 2001.
The weighted average number of shares outstanding in 2003 was
5,264,489 while the weighted average number of shares in 2002 and
2001 were 5,148,126 and 5,061,996.

The increase reported in 2003 over the 2002 earnings was due primari-
ly to the $1.2 million impravement in net interest income before provid-
ing for credit losses. Total other income also improved $508,000 in com-
parison to the prior year as service charges and fees improved
$359,000, or 14%, and gains from the sale of loans, securities and other
real estate increased $149,000. The provision for credit losses was
$200,000 lower than the 2002 level, also contributing to the improved
earnings. These increases were offset partially by a $1.2 milion
increase in total expenses and $96,000 of additional book tax expense.

The earnings improvement recognized in 2002, as compared to 2001,
includes a $2.8 million, or 15%, increase in net interest income before
the provision for credit losses, a $359,000, or 17%, increase in fee
income and a $166,000 increase in net gains from the sale of assets.
Growth also contributed to a $1.6 million, or 12%, increase in operating
expenses, a $180,000 increase in the credit loss provision and a
$362,000 increase in federal income tax expense.

Return on assets for the years ended December 31, 2003, 2002 and 2001
was 1.11%, 1.12% and 1.05%. Return on equity was 13.15% in 2003,
13.96% in 2002 and 13.50% in 2001.

NET INTEREST INCOME

Net interest income, the difference between interest income and fees
on earning assets and interest expense on deposits and borrowed
funds, is the largest component of the company's operating income and
as such is the primary determinant of profitability. Changes in net inter-
est income occur due to fluctuations in the balances and/or mixes of
interest-earning assets and interest-bearing liabilities, and changes in
their corresponding interest yields and costs. Before providing for
future credit losses, net interest income increased $1,235,000 in 2003
due to growth in loans and securities cambined with the positive effect
of repricing on interest sensitive assets and liahilities. Changes in nan-
performing assets, together with interest lost and recovered on those

—

NET INCOME sin mittions

=

1999 2000 2001 2002 2003 J

assets, also impact comparisons of net interest income. In the follow-
ing schedules, net interest income is analyzed on a tax-equivalent
basis, thereby increasing interest income on certain tax-exempt loans
and investments by the amount of federal income tax savings realized.
In this manner, the true economic impact on earnings from various
assets and liabilities can be more accurately compared.

During 2003, tax-equivalent netinterestincome increased $1,250,000, or
5%, over the 2002 level. Significant loan growth had a major impact on
the improved earnings. Effective asset-liability management tech-
niques also contributed to the earnings improvement as sound pricing
policies limited compression in the net interest margin during a year
which saw interest rates reach decade old lows,

Average loans increased $49 million, or 11%, over the 2002 level, but
earnings on the portfolio decreased $786,000 as rates earned on vari-
able rate assets declined and new growth was added at historically low
levels. Commercial ioan balances increased by $41 million, or 12%, but
earnings on these assets decreased $82,000 due to repricing and new
growth rates. Average consumer loans increased $7.5 million in 2003
due primarily to growth in home equity toans and an increase in the
indirect auto portfolio. Falling interest rates also had a significant
impact on consumer foan income as earnings from the portfolio was
$704,000 lower than the year before. Overall, the yield earned on total
joans declined eighty-one basis points in 2003 which resuited in
$786,000 less earnings on $49 miltion more loans.

Total securities were $10 million higher than the 2002 average balance.
Falling interest rates also had a negative impact on the securities port-
folio as the low rates of 2003 lead to record mortgage-refinancing activ-
ity, resulting in an acceleration of principal prepayments on securities.
As these monies are reinvested at current rates, earnings compression
occurs., During 2003, the yield sarned on average securities was
eighty-five basis points fower than in 2002, contributing to the $1.2 mil-
lion reduction in interest income. Money market assets were also
impacted by falling rates combined with a planned reduction in this
fowest yielding asset. A $4 million decrease in average money market
assets and a fifty-seven basis point drop in the rate earned on these
assets lead to a $140,000 decrease in interest income.

Average interest-hearing deposits increased $25 million in 2003 due
primarily to growth in lower costing demand and savings balances.
Interest rate reductions had a positive impact on the company’s eamn-
ings in this area as the eighty-five basis point decrease in the cost of
deposits resulted in a 335 million reduction in interest expense.
Borrowed funds and other interest-bearing lahilities were $15 million
higher on average than last year, but a fifty basis point reduction in the
cost of these funds limited the increased expense to $151,000.

As a result of the growth of the balance sheet combined with a reduc-
tion in the yields earned and paid, the company’s net interest margin
decreased nine basis points from the 3.53% reported in 2002 to 3.44%.
Another factor affecting the company’s net interest margin are invest-
ment leveraging transactions which match assets with liabilities at var-

Net Interest Income

Before Provision
$in millions

1999 2000 2000 2002 2003 |
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MANAGEMENT'S Discussion AND ANALYS!S OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS CONTINUED

Yield Analysis
{in thousands-taxable equivalent basis}{1)
2003 2002 2001
Interest Average Interest Average Interest  Average
Average Income/ Interest  Average Income/ Interest Average  income/ Interest
Balance Expense  Rate Balance Expense  Rate Balance  Expense Rate
ASSETS:
Earning Assets:(2)
Commercial loans-taxable $ 371,296 § 21869 589% $ 329175 $ 21810 663% § 281930 $ 22,293 791%
Commercial loans-tax free 18,412 1,384 1.52 19,250 1,525 1.92 14,434 1,404 9.73
Mortgage loans 20,869 1,435 6.88 22,307 1,742 181 32524 2,570 7.90
Instaliment ioans 100,287 6,521 6.50 91,296 6,918 7.58 90,331 1379 8.17
Total Loans 510,864 31,209 6.11 462,028 31,995 6.92 419,219 33,646 8.03
Securities-taxable 161,089 6,989 434 153,831 8,383 5.45 134,503 8,567 6.37
Securities-tax free 55,234 4322 7.83 52,119 4,141 7.95 47,492 3818 8.04
Total Securities 216,323 11,31 5.23 205,950 12,524 6.08 181,995 12,386 6.81
Interest-bearing deposits
with banks 3,285 82 2.50 3,380 138 4.08 3,49 228 6.53
Federal funds sold 3,528 43 1.22 7,659 127 1.66 9,517 377 3.96
Total Maney Market Assets 6,813 125 1.83 11,039 265 2.40 13,011 605 4.65
Total Earning Assets 734,000 42,645 5.81 679,017 44,784 6.60 614,225 46,637 7.55
Non-earning assets 48,542 43,898 35,348
Allowance for credit losses {6,625) (5,395) (5,284
Total Assets $ 775917 $ 716,920 $ 644,290
LIABILITIES AND STOCKHOLDERS' EQUITY:
interest-Bearing Liabilities:
Interest-bearing demand deposits $ 116,196 $& 1,097 094% ¢ 104968 $§ 1,750 167% $ 93583 $ 2549 2.72%
Savings deposits 66,974 599 0.89 56,878 799 1.40 46,892 951 2.03
Time deposits over $100,000 95,090 2,199 2.31 93,501 2,750 2.94 86,540 4,474 5.17
Other time deposits 226,592 7,218 321 224,820 9,414 4.19 220,940 12,594 5.70
Total Interest-Bearing Deposits 504,852 11,173 221 480,167 14,713 3.06 447,955 20,568 4,59
Borrowed funds and other
interest-bearing liabilities 131,616 6,237 4.74 116,220 6,086 5.24 91,793 5,061 5.51
Total Interest-Bearing Liabilities 636,468 17.410 274 596,387 20,759 349 539,748 25,629 475
Demand deposits 68,273 57,926 48,104
Qther liahilities 5,763 5,382 6,503
Stockholders' equity 65,413 57,225 49,935
Total Liabilities and
Stockholders’ Equity $ 775917 $ 718920 3 644,290
Net Interest Income Spread $ 25235 3.07% $ 23985 3.11% $ 21,008 2.84%
Net Interest Margin 3.44% 3.53% 3.42%

(1) In this schedule and other schedules presented on a tax-equivalent basis, income that is exempt from federal income taxes, i.e. interest on state
and municipal securities, has been adjusted to a taxable equivalent basis using a 34% federal income tax rate.

(2) Excludes non-performing loans.




MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS CONTINUED

ious points in the interest rate cycles. These transactions provided
over $700,000 of net interest income in 2003, but the interest spread of
seventy-nine basis points had a negative impact on the company's net
interest margin. Exclusive of these transactions, the 2003 margin would
have been 3.82% which is twelve basis points lower than the compara-
bie 3.94% recorded in 2002.

In 2002, tax-equivalent net interest income improved $2,977,000, or 14%,
over the prior period. Growth in loans and securities contributed to
increased earnings while depasit liahilities repriced downward.

Average loans increased $43 milfion, or 10%, in 2002, but a decrease in
the average yield earned resulted in a $1.7 million reduction in interest
income. Commercial loan balances increased $52 million on average,
but earnings decreased $362,000 as the continued low rate environment
reduced the yield earned. Residential mortgage loan balances
decreased $10 million on average as most new loans were sold upon
origination. Earnings on mortgage loans were $828,000 lower than in
2001 due to the reduced balances and lower interest rates. Other con-
sumer loan balances increased $1 million in 2002, but earnings
decreased $461,000 due to the lower yields earned.

Average securities increased $24 million during the year, but the
improvement in earnings was limited to $138,000 due to the seventy-
three basis point reduction in the average yield earned. Money market
assets were $2 million lower this year, resulting in a $340,000 decrease
in earnings.

Average interest-bearing deposits increased $32 million, or 7%, in 2002.
Low cost savings and demand balances increased $21 million during
the year, but the reduction in rates lead to a $951,000 decrease in the
cost of these deposits. Certificates of deposit grew $11 million on aver-
age, but repricing resuited in a $5 million decrease in the interest
expense. Borrowed funds and other interest-bearing liabilities
increased $24 million, resulting in an additional $1 million of interest
expense.

Growth of the balance sheet combined with a twenty-seven basis point
improvement in the net interest income spread contributed to an
improvement in the net interest margin from the 3.42% reported in 2001
to 3.53%. Investment leveraging transactions continued to add to the
profitability of the company in 2002, contributing $1 million to pre-tax
income at an average spread of 101 basis points. Exclusive of these
transactions, the 2002 net interest margin would have improved twen-
ty-six basis points to 3.94%.

RATE VOLUME ANALYSIS

The maost significant impact gn net income between periods is derived
from the interaction of changes in the volume and rates earned or paid
on interest-earning assets and interest-bearing liabilities. The volume
of earning dollars in loans and investments, compared to the volume of

interest-hearing liahilities represented by deposits and borrowings,
combined with the spread, produces the changes in netinterest income
between periods. Components of interestincome and interest expense
are presented on a tax-equivalent basis using the statutory federal
income tax rate of 34%.

CURRENT YEAR

In 2003, tax-equivalent net interest income was $1,250,000 higher than
the 2002 total. Growth of the balance sheet added $2.5 million to earn-
ings in 2003 as the $3.8 million of income earned on new loans and
securities more than offset the $1.3 million cost of new deposits and
borrowings. Loan growth added $3.2 million of income while new secu-
rities and money market assets provided an additional $567,000.
Interest expense increased $445,000 due to deposit growth while the
additional borrowed funds cost $806,000. Repricing and growth at his-
torically low levels had a negative impact on earnings in 2003. The
reduced yield on loans resulted in a $4 million decrease due to rate
while income from investment securities and money market assets
decreased $1.9 million from the 2002 level. Interest expense was alsa
impacted by falling rates but to a lesser extent as rate reductions on
lower costing demand and savings balances were limited. Interest on
deposits decreased $4.0 millian in 2003 and the cost of borrowed funds
decreased $655,000 due to the lower cost of newly originated borrow-
ings.

PRIOR YEAR

In 2002, tax-equivalent net interest income increased $3 million over the
prior year. Balance sheet growth added $2.6 million as the $5 million of
income earned on new loans and securities exceeded the $2.4 million
cost of new deposits and barrowings. Repricing alsc provided $366,000
of additional earnings as the continued low rate environment of 2002
provided the opportunity for interest-bearing liabilities to reset to cur-
rent levels. Interest income was also negatively impacted by the
repricing, but to a lesser extent than interest expense.

Loan growth added $3.5 million to interest income, due to the $4.2 mil-
lion increase from commercial loans. This increase was offset by the
$5.1 million decrease in earnings caused by the repricing of variable
rate loans and growth at lower than historical levels. New investment
securities provided $1.6 million of additional income less the $1.5 million
decrease due to repricing. Income from money market assets
decreased $82,000 due to balances and $258,000 due to repricing.

New deposits added $1.1 million of interest expense, but repricing
reduced this cost by $6.9 miilion. An increase in borrowed funds cost
$1.3 million but repricing and new low-cost borrowings lead to a
$322,000 decrease in this area of funding.

£007 Vodoy [enuuy saueipisqns 1) "ou| ‘dsodueg Ayunwiwio? |euonep 1si4

&



First National Community Bancorp, Inc. & Subsidiaries Annual Report 2003

®

MANAGEMENT'S DiSCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS 0F OPERATIONS CONTINUED

The following table shows the effect of changes in volume and interest rates on net interest income. The variance in interest income or expense
due to the combination of rate and volume has been allocated proportionately.

Rate/Volume Vari

ance Report(1)

{in thousands-taxable equivalent basis)

2003 vs 2002

2002 vs 2001

Increase(Decrease) Increase({Decrease}
Total Due to Due to Total Due to Due to
Change Volume Rate Change Volume Rate
Interest Income:
Commercial loans-taxable $ 59 $ 2803 $ (2,744) $  (483) $ 3,769 $  (4,252)
Commercial loans-tax free (141) (66) (75) 121 469 (348)
Mortgage loans {307) (112) (195) (828) (807) (21
Instaliment loans - (397) 596 {993) (481) 61 (522)
Total Loans (786) 3,221 (4,007} (1,651} 3,492 (5,143}
Securities-taxable {1,394) 392 (1,786) (184) 1,234 {1,418)
Securities-tax free 181 247 (66) 322 372 (50)
Total Securities (1,213} 639 {1,852) 138 1,606 (1,468)
Interest-bearing deposits with banks (56) (4) (52) (90) (8) (82)
Federal funds sold (84) (68) {16) (250} {74) (176)
Total Money Market Assets (140) {72) (68) {340) (82 {258)
Total Interest Income {2,139) 3,788 (5,927) {1,853) 5,016 {6,869)
Interest Expense:
Interest-bearing demand deposits (653) 182 (835) (799) 277 (1,076)
Savings deposits (200) 137 (337) (152) 200 (352)
Time depaosits over $100,000 (551) 47 (598) {1,724) 360 (2,084}
Other time deposits (2,136) 73 (2,215) (3,180) 221 (3,401)
Total Interest-Bearing Depaosits {3,540) 445 (3,985) {5,855} 1,058 {6,913}
Borrowed funds and other
interest-bearing liabilities 151 806 (655) 1,025 1,347 (322)
Total Interest Expense (3,389) 1,251 (4,640) (4,830) 2,405 (7,235)
Net Interest Income $ 1,250 $ 2537 $ (1,287} $ 2977 $§ 2611 $ 366

{1} Changes in interest income and interest expense attributable to changes in both volume and rate have been allocated proportionately to

changes due to volume and changes due to rate.

Provision For CREDIT LOSSES

The provision for credit losses varies from year to year based on man-

agement's evaluation of the adequacy of the allowance for credit loss- !
es in relation to the risks inherent in the loan portfolio. In its evaluation,
management considers credit quality, changes in loan volume, compo-
sition of the loan portfolio, past experience, delinquency trends, and the
economic conditions. Consideration is also given to examinations per-
formed by regulatory authorities and the company’s independent audi-
tors. The provision for credit losses was $1,200,000 in 2003, $1,400,000
in 2002, and $1,220,000 in 2001. The ratio of the loan loss reserve to total .
loans was 1.18% at December 31, 2003 and 1.24% at December 31, 2002. i

OTHER INCOME

Other Income 2003 2002 2001
{in thousands)

Service charges $ 1575 $ 1311 § 1,089
Net gain on the sale

of securities 657 366 604
Net gain on the sale of loans 555 339 298
Net gain on the sale

of other real estate 96 454 91
Other 1,301 1,146 1,099
Total Other income $ 4184 $ 3676 $ 3151




MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS CONTINUED

The company's ather income category can be separated into three dis-
tinct sub-categories; service charges make up the core component of
this area of earnings while net gains {losses) from the sale of asssts
and other fee income comprise the balance.

During 2003, other incoeme increased $508,000, or 14%, aver the prior
year. Service charges on deposits improved by $204,000, or 15%, due
primarily to an increase in assessable accounts as well as revisions to
the fee schedule. Other fee income improved $155,000 in 2003 com-
prised of an $89,000 increase in letter of credit fees, a $35,000 increase
in merchant credit card processing and a $31,000 net increase in all
other fees. Gains from asset sales totaled $1.3 million in 2003 which
was $149,000 higher than the 2002 total. Investment securities were
sold to restructure the portfolio while long-term, fixed-rate residential
mortgage loans were sold to minimize interest rate risk.

In 2002, service charges on deposits improved $312,000, or 30%, due to
the growth of the assessable deposit base. Net gains from the sale of
other real estate increased $363,000 in 2002 as several of these non-
earning assets were disposed of profitably. The decrease recorded in
net gains on the sale of securities can be attributed to less activity and
the portfolio management performed in the fourth quarter of 2001, The
company also continued to shed interest-rate risk by selling over $32
million of the low rate residential mortgage loans that were ariginated
during this low rate environment. A net gain of $339,000 was recognized
on these sales.

OTHER EXPENSES

QOther Expenses 2003 2002 2001
(in thousands)
Salary expense § 6061 § 559 § 498
Employee benefit expense 1,580 1421 A7
Occupancy expense 1471 1,388 1,178
Equipment expense 1,193 1,161 987
Directors fees 464 372 376
Advertising expense 575 604 491
Data processing expense 1118 341 925
Other operating expenses 3.023 2,792 2,570
Total Other Expenses $ 15483 3 14248 § 12,683

In 2003, total other expenses increased $1.2 miliion, or 9%, from the 2002
level. Emplayee costs increased $651,000, or 53% of the total while
occupancy and equipment costs rose $115,000. All other expenses
increased $469,000, or 38% of the total increase. The campany's over-
head ratio was 2.00% in 2003 compared to 1.99% in 2002.

Salary and benefit casts comprise approximately one-half of the com-
pany's non-interest expense. Salaries increased $492,000 in 2003,
including a $182,000 expense for stock options which refiects the early
adoption of SFAS No. 148 “Accounting for Stock Based Compensation”.
Please refer to Note 12 to the financial statements for a complete dis-
closure of stock-based compensation. Exclusive of stock-based com-
pensation, salaries increased $310,000, or 6%, due to merit increases

Total Assets §$inmillions

| 1999 2000 2001 2002

=

and the additional costs associated with expansion. At December 31,
2003, the company had 227 full-time equivalent employees on staff com-
pared to the 210 reported on December 31, 2002

Occupancy and equipment costs increased 6% and 3%, respectively,
due primarily to costs associated with a new community office. All
other operating expenses increased $469,000, or 10%. Much of the
increase was attributed to rising data processing costs and expenses
associated with a new office.

During 2002, total ather expenses increased $1,565,000, or 12%, aver the
prior year. Employee costs rose $834,000 which was over 50% of the
increase. Occupancy and equipment costs rose $384,000 and all other
expenses increased $347,000, or 8%. The company’s overhead ratio,
which measures non-interest expense as a percentage of average
assets, was 1.99% in 2002 compared to 1.97% in 2001,

Salary and benefit costs comprised 49% of the company's total other
expenses in 2002. Salaries increased $584,000, or 12% which includes
$248,000 attributed to new community offices opened in 2002 and 2001.
The $250,000 increase in benefit costs also includes $45,000 due to the
new offices as well as increases due to rising health insurance costs,
payroll related benefits and a $45,000 increased contribution to the
employees’ profit sharing plan. At December 31,2002, the company had
210 full-time equivalent employees on staff, a 5% increase over the 201
reported in 2001.

Occupancy expenses increased $210,000 in 2002 due to the $166,000 of
expenses associated with the new offices. Equipment costs rose
$174,000, also due to the branch expansion. "All other operating
expenses rose $347,000, or 8%, due to increased advertising expenses
and costs associated with the new offices.

Provision For INcOME Taxes

During 2003, federal income tax expense increased $96,000 over the
2002 total. The increased expense at the statutory rate due to the earn-
ings improvement was $241,000 but this was reduced by benefits
received from tax-exempt income, a reduction in non-deductible inter-
est expense and an increased benefit from other deferred tax items.
The company's effective tax rate was 20.0% in 2003 compared to 20.5%
last year.

Federal income tax expense increased $362,000 compared to the prior
period. The $1.6 million improvement in income before tax resulted in a
$545,000 increase in the book tax provision. Benefits received from tax-
exempt income had a $100,000 positive effect compared to last year
while other deferred tax items decreased book income tax hy $95,000.
The company's effective tax rate was 20.5% in 2002 and 20.1% in 2001.

FinanciaL ConpiTion

Total assets increased $81 million, or 11%, in 2003 compared to the $59
million, or 8%, increase recorded fast year. Liguidity generated from $62

Net Loans $in millions

488
40 =

1999 2000 2001 2003
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million of new deposits, $14 million of new borrowings and $6 millicn of
capital growth provided funding for $64 million of net loan growth and a
$6 million increase in the securities portfolio.

SECURITIES

The primary objectives in managing the company’s securities portfolio
are to maintain the necessary flexibility to meet liquidity and asset and
liability management needs and to provide a stable source of interest
income.

Total securities increased $6 million in 2003. The continued low rate
environment resulted in $80 million of principal being returned in the
form of calls or prepayments while an additional $51 million of bonds
were sold prior to maturity. In order to fulfill the objective of the secu-
rities portfolio and to remain fully invested, over $141 million of new pur-
chases were added during 2003.

New purchases inciuded $30 million of securities which were funded
with structured borrowings, thereby providing a favorable spread
between the rate earned on the securities and the cost of the borrow-
ings. As of December 31, 2003, the company had $88 million of these
ieveraged transactions outstanding. Management remains committed
to strategies which limit purchases to those that are virtually free of
credit risk and will help to meet the objectives of the company’s invest-
ment and asset/liability management policies. Other security purchas-
es include bonds which will provide book income at current market
rates with minimal extension risk in order to reduce the risk of rising
rates. Investment sales were executed to shed the portfolio of high-risk
bonds, low earning bonds and bonds which had been reduced in size by
principal prepayments to below portfolio parameters.

The following table sets forth the carrying value of securities at the
dates indicated (in thousands);

December 31,

2003 2002 2001

U.S. Treasury securities

and ohligations of U.S.

government agencies $ 17 s 13029 § 10453
Obligations of state and

political subdivisions 61,539 57,864 51,757
Mortgage-backed securities 110,278 127,424 125,240
Corporate debt securities 13,021 425 1,212
Equity securities 8,744 6,750 5,447
Total $ 211,353 § 205492 § 194,109
Loans

Total loans increased $65 million, or 13%, in 2003. Real estate loans
increased $43 million comprised of a $28 million increase in commercial
mortgages, an $8 million increase in other loans secured by real estate,
a $4 million increase in home equity loans and a $3 million increase in
residential mortgage loans. The increase in residential mortgage loans
is net of the sale of over $34 million of loan balances in 2003 to reduce
the company's interest rate risk exposure and to create liquidity for
future loan fundings. Commercial loans increased $17 miflion while the
$2 million increase in other loans represents loans to state and munici-
pal entities.

The following table sets forth the maturities of securities at December 31, 2003 {in thousands) and the weighted average vields of such securities
calculated on the basis of the cost and effective yields weighted for the scheduled maturity of each security. Tax-equivalent adjustments, using a
34% rate, have been made in calculating yields on obligations of state and political subdivisions.

Mortgage-
Within 2-5 6-10 Over Backed No Fixed
One Year Years Years 10 Years Securities Maturity Total
U.S. Treasury securities $ 500 $ 508 § 0 3 0 S 0 $ 0 § 1008
Yield 2.03% 1.86% 1.94%
Obligations of U.S.
government agencies 5,205 10,396 1,023 16,624
Yield 3.33% 3.55% 491% 357%
Obligations of state and
politica! subdivisions {1) 1,464 3817 52,661 57,942
Yield 6.82% 6.94% 7.52% 1.47%
Corporate debt securities 1621 11,500 13,121
Yield 4.83% 2.78% 3.03%
Mortgage-backed securities 109,922 109,922
Yield 4.91% 4.91%
Equity securities {2) 8,744 8,744
Yield 1.19% 1.13%
Total maturities $ 500 $ 7177 8 15834 $ 65184 $ 109922 $ 8744 $ 207361
Weighted yield 2.03% 3.94% 4.50% 6.64% 4.91% 1.19% 5,24%

(1Wields on state and municipal securities have been adjusted to a tax-equivalent basis using a 34% federal income tax rate.

(2)Yield presented.represents 2003 actual return.
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Details regarding the loan portfolio for each of the last five years end- -
ing December 31 are as follows:

Loans Outstanding
{in thousands)

The following schedule reflects various non-performing categories as
of Becember 31 for each of the last five years:

2003 2002 _ 2001 2000 1999

{in thousands)

2003 2002 2001 2000 1999 Nonaccrual:

Commercial Impaired 3 0§ 0% 08§ 08 0

and Financial $132,319 $115851 § 94360 $ 79,483 § 61,337 QOther 844 37 343 645 288
Real Estate 337,423 294864 274255 246,061 230,029 | Loans past due 90 days or

Instaliment 66,981 63,258 62,786 62,504 65,075 more and still accruing 622 299 426 224 498
Other 22052 20343 14,077 10,327 7517 | Other Real Estate Owned 0 0 50 0 0
Total Loans Gross 558,775 494,116 445478 398375 363,958 Total Non-Performing Assets $ 1,466 $ 336 § 819 § 869 § 786
Allowance for

Credit Losses 6578)  {6,140)  {5594) {5,250) _ {4714) 1 During 2003, total non-performing assets increased $1.1 mitlion due to
Net Loans $ 552,197 $487,976 $ 439,884 $ 383,125 $359,244 } an $807,000 increase in nonaccrual loans and a $323,000 increase in

The following schedule shows the repricing distribution of loans out-
standing as of December 31, 2003. Alsg provided are these amounts
classified according to sensitivity to changes in interest rates.

Loans Outstanding - Repricing Distribution
(in thousands)

Within Oneto Qver Five
One Year Five Years  Years Total
Commercial
and Financial $ 113595 § 16869 § 1,855 $ 132319
Real Estate 209,208 73,934 54,281 337,423
Installment 2,769 60,789 3423 66,981
Other 7,151 6,887 8,014 22,052
Jotal $ 332,723 3158479 § 67,573 $ 558,775
Loans with predetermined
interest rates $ 689 $ 86329 §$ 57413 $ 150,638
Loans with floating rates 325,827 72,150 10,160 408,137

Total $ 332,723 $ 158479 § 67,573 § 558,775

AsseT QuaLiTy

The company manages credit risk through the application of policies
and procedures designed to foster sound underwriting and credit mon-
itoring practices, although, as is the case with any financial institution,
a certain degree of credit risk is dependent in part on local and gener-
al economic conditions that are beyond the company’s control.

The company's risk management committee meets quarterly ar mare
often as required and makes recommendations to the board of direc-
tors regarding provisions for credit losses. The committee reviews indi-
vidual problem credits and ensures that ample reserves are established
considering both general allowances and specific allocations.

loans past due over ninety days. Management believes that of the
loans currently carried as nonaccrual, loss potential only exists on
$444,000 of the balances and that the majority is secured by collateral,
resulting in minimal exposure. Any loss realized on these toans and
past due loans would be limited to any collateral deficiency upon dis-
position. The balance of other real estate owned on December 31, 2003
was 30.

In 2002, total non-performing assets decreased $483,000. Nonaccrual
loans decreased $306,000 as $223,000 of the balances carried at
December 31, 2001 were charged off and $80,000 were paid in full.
Loans past due over 90 days decreased $127,000 in 2002, while the
$50,000 carried as other real estate owned at December 31, 2001 was
recovered in full during 2002

On December 31, 2003, the company’s ratio of nanaccrual Joans to total
loans was .15% compared to the .01% reported in 2002. We continue to
rank well ahead of peer banks in measurements of delinquency. The
company continues to acknowledge the weakness in local real estate
markets, emphasizing strict underwriting standards to minimize the
negative impact of the current environment.

The following table presents an ailocation of the allowance for credit losses as of the end of each of the last five years:

LOAN LOSS RESERVE ALLOCATION
{in thousands)

December 31, 2003 December 31, 2002 December 31, 2001 December 31, 2000 December 31, 1999

Percentage of Percentage of Percentage of Percentage of Percentage of
Loans in Loans in Loansin Loans in Loans in

Each Category Each Category Each Category, Each Category Each Category

Amount _to Total Loans {Amount to Total Loans | Amount  to Total Loans {Amount to Total Loans | Amount to Total Loans
Commercial and Financial $§ 4,449 76% $ 4154 76% $ 1,577 2% $ 2483 67% |$ 2917 61%
Real Estate 53 4% 44 5% 138 7% 190 12% 89 13%
Instaliment 259 20% 210 19% 183 2% 98 21% 94 26%
Unallocated 1,817 - 1,732 - 3,696 - 2479 - 1,614 -
$6,578 100% $ 6,140 100% $ 5594 100% $ 5,250 100% 1% 4714 100%
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AvLowance For CReDIT LOSSES

The following schedule presents an analysis of the allowance for
credit losses for each of the last five years (in thousands):

The average daily amount of deposits and rates paid on such depaosits
is summarized for the periods indicated in the following table
{in thousands}:

Year Ended December 31,

Years Ended December 31, ! 2003 2002 2001
2003 2002 20071 2000 1999 1 Amount Rate |Amgunt Rate | Amount  Rate
Balance, January 1 $6,140 $5594 $ 5250 $4714 $ 4,283 : Noninterest bearing
Charge-0Offs: I demand deposits $ 68,273 $ 57,926 $ 48,104
Commercial and Financial 314 256 233 70 123 interest-bearing
Real Estate 109 455 474 268 462 | demand deposits 116,196 0.94%| 104,968 167%| 93,583 2.72%
Instaliment 579 307 360 355 271 Savings deposits 66,974 0.83%) 56,878 1.41%| 46,892 2.03%
Total Charge-Offs 1,002 1,018 1067 693 856  Time depasits 321,682 2.95% 318321 3.82% 307480 5.55%
Recoveries on { Total $ 573,125 $538,093 $ 496,058
Charged-0ff Loans: !
Commereial and Financial 13 2 6 10 23 i Maturities of time certificates of deposit of $100,000 or more outstand-
Real Estate 7 10 20 122 154 . ing at December 31, 2003, are summarized as follows:
instaliment 220 152 165 127 0
Total Recoveries 240 164 191 259 267 f‘ Time Certificates 0f Deposit
Net Charge-0ffs 762 854 876 434 589 . {in thousands)
Pravision for Credit Losses 1,200 1,400 1220 970 1,020 I 3 months or less $ 41316
Balance, December 31 $6,578 $6,140 $5594 5250 $ 4,714 . Over 3through 6 months 13,933
I Over 6 through 12 months 20,199
Net Charge-0ffs during the | Dver 12 months 15,927
period as a percentage of ' Total $ 91375

average loans outstanding

during the period A5%  .18% 2% 1% A% ¢
Allowance for credit losses

as a percentage of net

{oans gutstanding at

end of period 1.18% 1.24% 1.26% 1.32% 1.30%

Net charge-offs decreased in 2003 to .15% of average loans, The com-
mercial and mortgage loan change-off's include writedowns on credits
incurred in the normal course of business. The installment charge-off's
include $438,000 of indirect auto loans of which $210,000 was recovered
through sales in 2603. In 2003, $9,000 of balances carried as nonaccru-
al on December 31, 2002 were charged-off. There were no charge-off's
incurred on any loans carried as nonaccrual on December 31, 2003.

DeposiTs

The primary source of funds to support the company's growth is its
deposit base, and emphasis has been placed on accumulating new
deposits while making every effort to retain current relationships. Total
deposits increased $62 million in 2003 comprised of $76 million in low-
cost savings and demand accounts and a $14 million reduction in time
depaosit balances.

Reserve To Total Loans %

1993 2000 2001 2002 200j

ASSET AND LIABILITY MANAGEMENT

The major objectives of the company’s asset and fiability management
are to {1} manage exposure to changes in the interest rate environment
to achieve a neutral interest sensitivity position within reasonable
ranges, {2) ensure adequate liquidity and funding, {3) maintain a strong
capital base, and (4} maximize net interest income opportunities. The
company manages these objectives through its Senior Management
and Asset and Liability Management Committees {ALCO). Members of
the committees meet regularly to develop balance sheet strategies
affecting the future level of net interest income, liquidity and capital.
Items that are considered in asset and fiability management include
balance sheet forecasts, the economic environment, the anticipated
direction of interest rates and the company’s earnings sensitivity to
changes in these rates.

INTEREST RATE SENSITIVITY

i The company analyzes its interest sensitivity position to manage the

risk associated with interest rate movements through the use of gap
analysis and simulation modeling. Interest rate risk arises from mis-

- matches in the repricing of assets and liabilities within a given time

period. Gap analysis is an approach used to quantify these differences.
A positive gap results when the amount of interest-sensitive assets
exceeds that of interest-sensitive liabilities within a given time period.
A negative gap results when the amount of interest-sensitive liabilities
exceeds that of interest-sensitive assets.

Total Deposits

$ in millions

1999 2000 2001 2002 2003

|
[
|
|
|
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MANAGEMENT'S DiscusSION AND ANALYSIS OF FiNanCIAL CONDITION AND RESULTS oF OPERATIONS CONTINUED
The following schedule illustrates the company's interest rate gap position as of December 31, 2003 which measures sensitivity to interest rate fluc-
tuations for certain interest sensitivity periods.
Interest Rate Sensitivity Analysis
as of December 31, 2003

(in thousands)

Rate Sensitive

1t0 90 91to 180 181 to 365 1to5 Beyond Not Rate
Days Days Days Years 5 Years Sensitive Total
Commercial loans $ 302306 $ 4668 $ 13148 $ 80682 § 24810 $ 0 $ 425613
Mortgage loans 1,741 835 3118 9,258 9,307 0 24,259
Installment loans 20,939 6,009 12,291 61,224 8,440 0 108,903
Total Loans 324,985 11512 28,557 151,164 42,557 0 558,775
Securities-taxable 8,599 8,146 14,055 88,402 26,748 8,744 154,694
Securities-tax free 1,671 935 0 24,413 29,640 0 56,659
Total Securities 10,270 9,081 14,055 112,815 56,388 8,744 211,353
Interest-bearing deposits with banks 990 198 1,485 0 0 0 2,673
Federal funds sold 0 0 0 0 0 0 0
Total Money Market Assets 990 198 1,485 0 0 0 2,673
Total Earning Assets 336,245 20,791 44,097 263,979 98,945 8,744 772,801
Non-earning assets 0 0 0 0 0 50,080 50,080
Allowance for credit losses 0 0 0 0 0 (6,578) (6,578)
Total Assets $ 336,245 $§ 20,791 $ 44,097 $263979 § 98,945 $ 52,246 $ 816,303
Interest-bearing demand deposits $ 138021 § 0 $ 0 $ 0 S 0 $ 0 $ 138,021
Savings deposits 87,137 561 798 0 0 0 88,496
Time deposits $100,000 and over 41,316 13,933 20,199 14,679 1,248 0 91,375
Other time deposits 49,700 33,594 48,173 73,419 5,373 0 210,259
Total Interest-Bearing Deposits 316,174 48,088 69,170 88,098 6,621 0 528,151
Borrowed funds and other

interest-bearing liabilities 21,679 5,373 4,415 38,619 70,335 0 140,421
Total Interest-Bearing Liabilities 337,853 53,461 73,585 126,717 76,956 0 668,572
Demand deposits 0 0 0 0 0 73,918 73,918
Other liabilities 0 0 0 0 0 5,075 5,075
Stockholders' equity 0 0 0 0 0 68,738 68,738

Total Liabilities and Stockholders' Equity § 337,853 & 53461 § 73585 $126717 $§ 76,956 $147,731 $ 816,303

Interest Rate Sensitivity Gap $ (1,608 $ (32670) $ (29,488) $137,262 § 21,989 ${(95,485)

Cumulative Gap § (1608 $ (34278) § (63,766) $ 73496 & 95485
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While gap analysis is a general indicator of the potential effect that
changing interest rates may have on netinterest income, the gap report
has some limitations and does not present a complete picture of inter-
est rate sensitivity. First, changes in the general leve! of interest rates
do not affect all categories of assets and liabilities equally or simults-

neously. Second, assumptions must be made to construct a gap table. |
month period from the December 31, 2003 levels.

For example, non-maturity deposits are assigned a repricing interval
based on internal assumptions. Management can influence the actual
repricing of these deposits independent of the gap assumption. Third, the
gap table represents a one-day position and cannot incorporate a chang-
ing mix of assets and liabilities over time as interest rates change.

Because of the limitations of the gap reports, the company uses simu-
lation modeling to project future net interest income streams incorpo-
rating the current gap position, the forecasted balance sheet mix, and
the anticipated spread relationships between market rates and bank
products under a variety of interest rate scenarios.

The company’s interest sensitivity at December 31, 2003 was essential-
ly neutral within reasonable ranges; for example, an interest rate fluc-
tuation of up or down 200 basis points would not be expected to have a
significant impact on net interest income.

EarninGS AT Risk AND Ecanomic VALUE AT RISK SIMULATIONS

The company recognizes that more sophisticated tools exist for meas-
uring the interest rate risk in the balance sheet beyond static gap analy-
sis. Although it will continue to measure its static gap position, the
company utilizes additional modeling for identifying and measuring the
interest rate risk in the overall balance sheet. The ALCO is responsible
for focusing on “earnings at risk” and “economic value at risk”, and
how both relate to the risk-based capital position when analyzing the
interest rate risk.

EARNINGS AT Risk

Earnings at risk simulation measures the change in net interest income
and net income should interest rates rise and fall. The simulation rec-
ognizes that not all assets and liabilities reprice equally and simultane-
ously with market rates (i.e., savings rate). The ALCO looks at “earnings
atrisk” to determine income changes from a base case scenario under
an increase and decrease of 200 basis points in the interest rate simu-
lation model.

Economic VALUE AT Risk

Earnings at risk simulation measures the short-term risk in the balance
sheet. Economic value (or portfolio equity} at risk measures the long-
term risk by finding the net present value of the future cash flows from
the company’s existing assets and liabilities. The ALCO examines this
ratio monthly utilizing a rate shock of +200 basis points in the interest
rate simulation model. The ALCO recognizes that, in some instances,
this ratio may contradict the “earnings at risk” ratio.

The following table illustrates the simulated impact of a 200 basis point
upward or downward movement in interest rates on net interest
income, and the change in economic value. This analysis assumed that
interest-earning asset and interest-bearing liability levels at December
31, 2003 remained constant. The impact of the rate movements were
developed by simulating the effect of rates changing over a twelve-

RATES +200  RATES -200
Earnings at risk:

Percent change in net interest income 3.69% (47)%
Economic value at risk:
Percent change in economic value of equity (23.97)% 6.00%

Economic value has the most meaning when viewed within the context of
risk-based capital. Therefore, the economic value may change beyond the
company's policy guideline for a short period of time as long as the risk-
based capital ratio is greater than 10%.

Liquiity

The term liquidity refers to the ability of the company ta generate suffi-
cient amounts of cash to meet its cash-flow needs. Liquidity is required
to fulfill the borrowing needs of the company’s credit customers and the
withdrawal and maturity requirements of its deposit customers, as well
as to meet other financial commitments. Cash and cash equivalents
(cash and due from banks and federal funds sold) are the company's
most liquid assets. At December 31, 2003 cash and cash equivalents
totaled $23.3 million, compared to the December 31, 2002 leve! of $15.5
million. Financing activities provided $74.4 million and operating activi-
ties provided $10.1 million of cash and cash equivalents during the year
while investing activities utilized $76.7 million. The cash flows provided by
financing activities includes increases in deposits and borrowed funds
while the funds provided by operating activities pertains to interest pay-
ments received on loans and investments. The cash used in investing
activities consists of loan proceeds and security purchases.

Core deposits, which represent the company’s primary source of liquidity,
averaged $478 million in 2003, an increase of $33 million, or 7%, from the
$445 million average in 2002. This increase in average core deposits was
supplemented with a $2 million increase in average jumbo certificates and
a $15 million increase in average borrowed funds and other interest-bear-
ing liabilities.

The company has other potential sources of liquidity, including repur-
chase agreements. Additionally, the company can borrow on credit
lines established at several correspondent banks and at the Federal
Home Loan Bank of Pittsburgh. The Federal Reserve Discount Window
also provides a funding source of last resort.

CAPITAL

A strong capital base is essential to the continued growth and prof-
itability of the company and is therefore a management priority. The
company's principal capital planning goals are to provide an adequate
return to shareholders while retaining a sufficient base from which to
provide for future growth, while at the same time complying with all reg-
ulatory standards. As more fully described in Note 13 to the financial
statements, regulatory authorities have prescribed specified minimum
capital ratios as guidelines for determining capital adequacy to help
insure the safety and soundness of financial institutions.




MANAGEMENT'S DI1SCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS CONTINUED

The following schedules present information regarding the company's
risk-based capital at December 31, 2003, 2002 and 2001 and selected
other capital ratios.

CAPITAL ANALYSIS
{in thousands)

December 31,
2003 2002 2001
Tier | Capital:
Sharehglders’ equity § 66103 § 58005 $§ 51250
Total Tier | Capital § 66103 § 58005 § 51,250
Tier Il Capital:
Aliowable portion of allowance
for credit losses $ 6578 $ 6140 § 5594
Total Risk-Based Capital $ 72881 $ 64145 3 56844
Total Risk-Weighted Assets $ 633762 § 549,300 § 505946
CAPITAL RATIOS
Regulatory
Minimum 2003 2002 2001
Total Risk-Based Capital 8.00% 11.47% 11.868% 11.24%
Tier | Risk-Based Capital 400%  10.43% 10.56%  10.13%
Tier | Leverage Ratio 400%  8.52% 8.09% 7.56%
Return on Assets N/A 1.11% 1.12% 1.05%
Return on Equity* N/A - 1315%  1396%  1350%
Equity to Assets Ratio* N/A  8.42% 8.55% 7.66%
Dividend Payout Ratio N/A 37.83%  35.29%  36.21%

* Inciudes the effect of SFAS 115 in the amount of $2,635,000 in 2003,
$4,838,000 in 2002 and $536,000 in 2001

During 1999, the company implemented a Dividend Reinvestment Plan
which has resulted in an influx to capital of $5.3 million to date. The
company also adopted stock option plans for directors and senior offi-
cers. New capital generated from the exercise of stock options is $1.4
million at December 31, 2003. In November 2002, the company declared
a 100% stock dividend which was payable January 31,2003, As a result
of this stock dividend, 2,603,838 new shares were issued on the payable
date.

In 2003, regulatory capita! increased $8.1 million comprised of a $5.4
million increase in retained earnings after paying cash dividends of $3.3
million, a $1.6 million increase due to the company’s dividend reinvest-
ment plan and a $1.1 million increase due to the issuance of shares from
the company’s stock option plans. As of December 31, 2003, there were
14,170,180 shares of stock available for future sale or stock dividends.
The number of shareholders of record at December 31, 2003 was 1,176,
Quarterly market highs and lows, dividends paid and known market
makers are highlighted in the Investor Information section of this
Annual Report. Refer to Note 13 to the financial statements for further
discussion of capital requirements and dividend limitations.

Economic ConpiTions anND FORWARD QUTLOOK

Economic conditions affect financial institutions, as they do other busi-
nesses, in a number of ways. Rising inflation affects all businesses
through increased operating costs but affects banks primarily through
the manner in which they manage their interest sensitive assets and
liabilities in a rising rate environment. Economic recession can also
have a material effect on financial institutions as the assets and liabili-
ties affected by a decrease in interest rates must be managed in a way
that will maximize the largest component of a bank's income, that being
net interest income. Recessionary periods may also tend to decrease
borrowing needs and increase the uncertainty inherent in the borrow-
ers’ ability to pay previously advanced loans. Additionally, reinvestment
of investment portfolic maturities can pose a problem as attractive
rates are not as available. Management closely monitors the interest
rate risk of the balance sheet and the credit risk inherent in the loan
portfolio in order to minimize the effects of fluctuations caused by
changes in general economic conditions.

While we are optimistic about the prospect of continued growth and
earnings improvement, any forward-iooking statements by their nature
are subject to assumptions, risks and uncertainties. Actual results
could vary from those implied for a variety of reasons including:

® A change in interest rates which is more immediate or more signifi-
cant than anticipated.

® The demand for new loans and the ability of borrowers to repay out-
standing debt.

® The timing of expansion plans could be altered by forces beyond our
control such as weather or regulatory approvals.

® Qur ability to continue to attract new deposits from our marketplace
to meet the daily liquidity needs of the company.

As of this writing, the company was not aware of any pronouncements
or legislation that would have a material impact on the results of oper-
ations.

Stockholders' Equity

$in millions

1999 2000 2000 2002 2003 J
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CORPORATE PROFILE

The Business of First National Community Bancorp, Inc.

THe CoMPANY

First National Community Bancorp, Inc. (the “company”) is a .

Pennsylvania business, incorporated in 1997 and is registered as a
financial holding company under the Bank Holding Company Act of
1956, as amended. The company became an active bank holding com-
pany on July 1, 1998 when it assumed ownership of First National
Community Bank {the “bank”).
Reserve Bank of Philadelphia approved the company's application to

change its status to a financial holding company as a complement to -

the company's strategic objective. The bank is a wholly-owned sub-
sidiary of the company.

The company’s primary activity consists of owning and operating the

bank, which provides customary retail and commercial banking servic-

es to individuals and businesses. The bank provides practically all of
the company’s earnings as a result of its banking services.

THE BANK

The bank was established as a national banking association in 1910 as
“The First National Bank of Dunmore.”

1987, the bank changed its name to “First National Community Bank”
effective March 1, 1988. The bank’s operations are conducted from
offices located in Lackawanna and Luzerne Counties, Pennsylvania:

Office Date Opened
Main October 1910
Scranton September 1980
Dickson City December 1984
Fashion Mall July 1988
Wilkes-Barre July 1993
Pittston Plaza April 1995

Kingston August 1996
Exeter November 1998
Daleville April 2000
Plains June 2000
Back Mountain October 2000
Clarks Green October 2001
Hanover Township January 2002
Nanticoke April 2002
Hazleton October 2003
Route 315 February 2004

The bank provides many commercial banking services to individuals

and businesses, including a wide variety of depositinstruments includ- .~ ]
. First lien mortgages on the real estate and a diverse group of borrow-

. ers, including carefully selected automobile dealers, provide security

ing Image Checking and E-Statement. Consumer loans include both
secured and unsecured installment loans, fixed and variable rate mort-
gages, home equity term loans and lines of credit and “Instant Money”
overdraft protection loans. Additionally, the bank is also in the business
of underwriting indirect auto loans which are originated through vari-
ous auto dealers in northeastern Pennsylvania and dealer floor plan
loans. MasterCard and VISA personal credit cards are available
through the bank, as well as the FNCB Check Card which aliows cus-

tomers to access their checking account at any retail location that '
accepts VISA and serves the dual purpose of an ATM card. Inthe com-
mercial lending field, the bank offers demand and term loans, either |

On November 2, 2000, the Federal :

Based upon shareholder :
approval received at a Special Shareholders’ Meeting held October 27,

" secured or unsecured, letters of credit, working capital loans, accounts

receivable, inventory or equipment financing loans, and commercial

. mortgages. In addition, the bank offers MasterCard and VISA process-

ing services to its commercial customers, as well as our Cash
Management service which can be accessed with Auto Cash Manager
which is personal computer based and FNCBusiness Onling, which is
Internet based. Both are menu driven products that allow our business
customers to have direct access to their account information and the
ability to perform internal and external transfers, 24 hours a day, 7 days
a week, from their place of business. As a result of the bank’s partner-
ship with INVEST, our customers are able to access alternative prod-
ucts such as mutual funds, annuities, stock and bond purchases, etc.
directly from our INVEST representatives. The bank also offers cus-
tomers the convenience of 24-hour banking, seven days a week,
through FNCB Online via the Internet and its ATM network. Automated
teller machines are available at the following locations:

Community Offices

Dunmore Daleville
Dickson City Plains

. Fashion Mall Back Mountain
Pittston Clarks Green
Scranton Hanover Township
Wilkes-Barre Nanticoke
Kingston Hazleton

" Exeter Route 315

. Bill's Shursave Supermarket
~ Convenient Food Mart

Remote Locations
Petro Truck Stop 98 Grove St., Dupont
Rt. 502, Daleville
3021 N. Main Ave., Scranton

Kwik Joe's 620 N. Blakely St., Dunmore

Additionally, to further enhance 24-hour banking services, Telephone
Banking (Account Linki, Loan by Phone, and Mortgage Link are avail-

. able to customers. These services provide consumers the ability to

access account information, perform related account transfers, and
apply for a loan through the use of a touch tone telephone.

As of December 31, 2003, industry concentrations exist within the fol-
lowing six industries. Loans and lines of credit to each of these indus-

. tries were as follows:

- Shopping Centers/Complexes $39,633,000
Hotels $27,488,000
Land Subdivision $26,581,000
Automobile Dealers $25,058,000
Restaurants $24,820,000
Office Complexes/Units $22,463,000

against undue risks in the portfolio.




CORPORATE PROFILE CONTINUED

ComPETITION

The bank is one of two financial institutions with principal offices in
Dunmore. Primary competition in the Lackawanna County market
comes from numerous commercial banks and savings and loan associ-
ations operating in the area. Our Luzerne County offices share many of
the same competitors we face in Lackawanna County as well as sever-
al banks and savings and loans that are not in our Lackawanna County
market. Deposit deregulation has intensified the competition for
deposits among banks in recent years. Additional competition is
derived from credit unions, finance companies, brokerage firms, insur-
ance companies and retailers.

REGULATORY MATTERS

The company is subject to certain annual reporting requirements
regarding its business operations. As a registered financial holding
company under the Bank Holding Company Act of 1956, as amended,
the company is subject to the supervision and examination by the
Federal Reserve Board.

The bank is subject to regulation and supervision by the Office of the
Comptroller of the Currency, which includes regular examinations of the
bank’s records and operations. As a member of the Federal Deposit

Insurance Corporation (FDIC), the bank's depositors’ accounts are |

insured up to $100,000 per depositor. To obtain this protection for its
depositors, the bank pays an assessment and is subject to the regula-
tions of the FDIC. The bank is alsc a member of the Federal Reserve
System and as such is subject to the rules promuligated by the Federal
Reserve Board.

EMPLOYEES

As of December 31, 2003 the bank employed 255 persons, including 55
part-time employees.

DESCRIPTION OF PROPERTY

The company owns the principal operating office of the company and
the following community offices and Drive-In facilities of the bank:

Office Address

Main Office
Dickson City Office
Scranton Office

102 East Drinker Street, Dunmore
934 Main Avenue, Dickson City
419-421 Spruce Street, Scranton

Clarks Green Office 269 E. Grove St., Clarks Green
Nanticoke 194 South Market Street, Nanticoke
Hazleton 330-352 West Broad Street, Hazleton

The bank conducts the following branch operations from leased facili-
ties:

Office Address

Fashion Mall Office
Wilkes-Barre Office
Pittston Plaza Office
Kingston Office
Exeter Office

277 Scranton/Carbondale Hwy, Scrantan
23 W. Market Street, Wilkes-Barre

1700 N. Township Blvd., Pittston

754 Wyoming Avenue, Kingston

1625 Wyoming Avenue, Exeter

Dalgville Office Route 502 & 435, Daleville

Plains Office 27 North River Road, Plains

Back Mountain Office 169 North Memorial Hwy, Shavertown
Hanover Twp. Office 734 San Souci Parkway, Hanover Twp.
Route 315 Office 40 Highway 315, Pittston

The bank also leases a facility in Dunmore for back office operations
and certain senior administrative offices. As of December 31, 2003 the
bank owned three other properties located in Dunmore. These proper-
ties are intended for future expansion.
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DIrecToRS AND OFFICERS

FIRST NATIONAL COMMUNITY BANCORP, INC.

OFFICERS

Louis A. DeNaples
Chairman

J. David Lombardi
President and Chief Executive Officer

Michael J. Cestone, Jr.
Secretary

William S. Lance
Treasurer

DIRECTORS OF THE CORPORATION AND BANK

Louis A. DeNaples

Chairman of the Boards of the Company and the Bank

President, DeNaples Auto Parts, inc.
Vice President, F & L Realty Corp.

J. David Lombardi

President and Chief Executive Officer of the Company and the Bank

Michael J. Cestone, Jr.

Secretary of the Boards of the Company and the Bank

President, M.R. Co. {a corporation)
CEQ, S.G. Mastriani Company

Michael G. Cestone
President, S.G. Mastriani Company

Joseph Coccia
President, Coccia Ford, Inc.
President, Coccia Lincoln Mercury, Inc.

William P. Conabay
Vice President, General Counsel, Allied Services

Michael T. Conahan
President Judge
Luzerne County Court of Common Pleas

Dominick L. DeNaples
Vice President, DeNaples Auto Parts, Inc.
President, F & L Realty Corp.

Joseph J. Gentile
President, Dunmore 0il Co., Inc.

Joseph 0. Haggerty
Retired Superintendent
Dunmore School District

John P. Moses
Partner, Moses & Gelso, L.L.P
Attorneys at Law

John R. Thomas
Retired Executive

George N. Juba
Director Emeritus



FIRST NATIONAL COMMUNITY BANK OFFICERS

J. David Lombardi
President and Chief Executive Officer

Gerard A. Champi
Executive Vice President
Retail Sales Division Manager

Thomas P. Tulaney
Executive Vice President
Commercial Sales Division Manager

Stephen J. Kavulich
First Senior Vice President
Loan Administration/Compliance Division Manager

William S. Lance
First Senior Vice President
Finance Control Division Manager

James M. Bone, Jr., CPA
Senior Vice President
Administrative Services Division Manager

Robert J. Mancuso
Senior Vice President and Cashier
Facilities and Human Resources Division Manager

Richard F. Post, Jr.
Senior Vice President
Loan Review Division Manager

Anthony J. Gabello, CPA
Senior Vice President
Credit and Branch Administrator

Brian C. Mahistedt
Senior Vice President
Commercial Loan Officer

Salvatore A. Marchese
Senior Vice President
Indirect Lending Manager

Patrick J. Barrett
Vice President
Commercial Loan Officer

James F. Burke
Vice President
Commercial Loan Officer

Joseph A. Castrogiovanni
Vice President
Assistant Comptrolfer

Donna M. Czerw
Vice President
Branch Operations Specialist

Linda A. D'Amario
Vice President
Comptroller

Paul 8. Dunda
Vice President
Information Services Manager

John P. Foley
Vice President
Commercial Loan Officer

Jonathan T. Grande
Vice President
Credit Department Manager

Robert F. Karoscik
Vice President
Community Office Manager

Thomas C. Lunney
Vice President
Property Manager

Anthony T. Rossi
Vice President
Collections Manager

Laurie M. Schwager
Vice President
Community Dffice Manager

Theresa M. Surma
Vice President
Electronic Banking Manager

James S. Worobey
Vice President
Commercial Loan Officer

Joseph P. Stupak, CFSA
Internal Auditor

Cathy J. Conrad
Assistant Vice President
Senior Credit Analyst

Mariiyn K. Doiphin
Assistant Vice President
Community Office Manager

Eilleen R. Farber-Bonk
Assistant Vice President
Community Office Manager

Michael J. Germano i
Assistant Vice President
Special Assets Officer

Christine A, Gresh
Assistant Vice President
Community Office Manager

Nancy A. Jeffers
Assistant Vice President
Loan Officer

William E. Keating
Assistant Vice President
Community Office Manager

Lisa L. Kinney
Assistant Vice President
Indirect Lending Officer

Madolyn A. MacArthur
Assistant Vice President
Community Office Manager

Richard D. Padula
Assistant Vice President
Mortgage Loan Driginator

Lucy E. Singer
Assistant Vice President
Community Office Manager

Wendy A. Worobey
Assistant Vice President
M.L.S. Manager

Germaine T, Helcoski, CRP
Assistant Auditor

Linda L. Matylewicz
Assistant Cashier
Employment Coordinator

Mark F. McCue
Assistant Cashier
Credit Analyst

Bernice A. Shipp
Assistant Cashier
Community Office Manager
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CONSOLIDATED BALANCE SHEETS

December 31, (in thousands, except share data) 2003 2002
ASSETS
Cash and cash equivalents $ 23290 $ 15498
Interest-bearing balances with financial institutions 2,673 3,368
Securities:
Available-for-sale, at fair value 201,204 197,405
Held-to-maturity, at cost (fair value $1,442 and $1,306) 1,415 1,347
Federal Reserve Bank and FHLB stock, at cost 8,734 8,740
Net loans 552,197 487,976
Bank premises and equipment 8,758 7,102
Accrued interest receivable 3,458 3,308
Other assets 14,574 12,583
TOTAL ASSETS $ 816,303 $ 7352327
LIABILITIES
Deposits:
Demand $ 73918 $ 60,598
Interest-bearing demand 138,021 105,142
Savings 88,496 58,850
Time ($100,000 and over) 91,375 82,988
Other time 210,259 232,897
Total deposits 602,069 540,475
Borrowed funds 140,421 126,908
Accrued interest payable 2,031 2,376
GOther liabilities 3,044 2,725
Tota! liabilities $ 747,565 $ 672,484
STOCKHOLDERS' EQUITY
Comman Stack ($1.25 par)
Autharized: 20,000,600 shares
issued and outstanding: 5,331,835 shares in 2003 and 5,207,676 shares in 2002 $ 6,665 $ 6510
Additional paid-in capital 15,638 13,065
Retained earnings 43,800 38,430
Accumulated other comprehensive income 2,635 4,838
Total stockholders' equity 68,738 62,843
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 816,303 $ 735,327

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements,




CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31, {in thousands, except per share data) 2003 2002 2001
INTEREST INCOME
Interest and fees on loans $ 30,738 $ 31,477 $ 33,169
Interest and dividends on securities:
U.S. Treasury and government agencies 6,534 8,043 8,021
State and political subdivisions 2,853 2,734 2,521
Other securities 455 340 546
Total interest and dividends an securities 9,842 1,117 11,088
interest on balances with financial institutions 82 138 228
Interest on federal funds sold 43 127 377
TOTAL INTEREST INCOME 40,705 42,859 44,862
INTEREST EXPENSE
Interest-bearing demand 1,097 1,750 2,549
Savings 599 799 g5t
Time {$100,000 and over) 2,199 2,750 4,474
Qther time 7,278 9,414 12,594
Interest on borrowed funds 6,237 6,086 5,061
TOTAL INTEREST EXPENSE 17,410 20,799 25,629
Net interest income before provision for credit losses 23,295 22,080 19,233
Provision for credit losses 1,200 1,400 1,220
NET INTEREST INCOME AFTER PROVISION FOR CREDIT LOSSES 22,095 20,660 18,013
OTHER INCOME
Service charges 1,575 1,31 1,059
Net gain on the sale of securities 657 366 604
Net gain on the sale of loans 555 339 298
Net gain on the sale of other real estate 96 454 g1
Other 1,301 1,146 1,099
TOTAL OTHER INCOME 4,184 3,676 3,151
OTHER EXPENSES
Salaries and employee benefits 7,641 6,990 6,156
Occupancy expense 141 1,388 1,178
Equipment expense 1,193 1,161 987
Directors Fees 464 372 376
Advertising expense 575 604 49
Data processing expense 1,116 941 925
Other operating expenses 3,023 2,792 2,570
TOTAL OTHER EXPENSES 15,483 14,248 12,683
INCOME BEFORE INCOME TAXES 10,796 10,088 8,481
Provision for income taxes 2,159 2,063 1,701
NET INCOME $ 8637 $ 8025 $ 6,780
EARNINGS PER SHARE:
BASIC $ 164 $ 156 $ 134
DILUTED $ 157 $§ 150 $ 1.3

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

For The Years Ended December 31, (in thousands) 2003 2002 2001
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS:

CASH FLOWS FROM OPERATING ACTIVITIES:

Interest received $ 41,847 $ 44,085 § 45,456
Fees and commissions received 2,876 2,517 2,158
interest paid {17,755) (21,987) (26,391
Cash paid to suppliers and employees {14,152) (13,253) (1,710
Income taxes paid (2,759) (2,579) (2,112)
NET CASH PROVIDED BY OPERATING ACTIVITIES 10,057 8,783 7,401
CASH FLOWS FROM INVESTING ACTIVITIES:

Securities available for sale:

Proceeds from maturities 500 1,000 500

Proceeds from sales prior to maturity 51,282 40,088 43,827

Proceeds from calls prior to maturity 80,258 46,916 38,306

Purchases (141,876) {94,313) (130,384)
Securities held to maturity:

Proceeds from calls prior to maturity 0 643 548
Net lincrease)/decrease in interest-bearing bank balances 695 (207) 198
Purchase of life insurance 0 0 (6,500)
Netincrease in loans to customers (64,771) (48,649) (47,640)
Capital expenditures (2,740) (1,584) {1,692)
NET CASH USED IN INVESTING ACTIVITIES {78,652) {58,106) {97.837)
CASH FLOWS FROM FINANCING ACTIVITIES:

Net increase in demand deposits, money market demand,

NOW accounts, and savings accounts 75,846 20,191 33,545
Netincrease/(decrease) in certificates of deposit (14,252) 2,950 23,3711
Net increase in borrowed funds 13513 25,298 30,702
Proceeds from issuance of common stock net of stock issuance costs 1,565 1,238 1,004
Proceeds from issuance of common stock - Stock Option Plans 982 324 117
Cash dividends paid (3,267) (2,832) (2,455)
NET CASH PROVIDED BY FINANCING ACTIVITIES 74,387 47,169 86,284
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 1,792 (154) (4,152)
CASH AND CASH EGUIVALENTS AT BEGINNING OF YEAR 15,498 15,652 19,804
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 23290 3 15,498 $ 15,652
RECONCILIATION OF NET INCOME TO NET CASH

PROVIDED BY OPERATING ACTIVITIES:

Net income $ 88637 $ 8025 3 6780
Adjustments to reconcile net income to net cash provided by operating activities:

Amortization and accretion, net 1,293 1,169 492
Depreciation and amortization 1,085 1,082 997
Stock based compensation - stack option plans 181 0 0
Provision for credit losses 1,200 1,400 1,220
Provision for deferred taxes (323) (528) (393}
Gain on sale of securities (657) (366) (604)
Gain on sale of loans (555) (339) (298)
Gain on sale of other real estate (986) (454) (91)
Decrease in interest payable (345) (1,189) (762)
Increase in accrued expenses and other liabilities 632 399 498
Increase in prepaid expenses and other assets (845) (473) {540)
Decrease (increase) in interest receivable (150) 57 102
Total adjustments 1,420 758 621
NET CASH PROVIDED BY QPERATING ACTIVITIES $ 10,057 $ 8783 $ 740

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.



CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQuITy

For The Years Ended December 31, 2003, 2002 and 2001

{In thousands, except share data)

ACCUMULATED
ADDITIONAL OTHER
COMPREHENSIVE COMMON STOCK PAID-IN RETAINED  COMPREHENSIVE
INCOME SHARES AMOUNT  CAPITAL EARNINGS  INCOME(LOSS)  TOTAL
BALANCES, DECEMBER 31, 2000 5,033,744 $ 6292 $ 10491 $ 29,021 $ 880 $ 46,684
Comprehensive Income:
Net income for the year $ 6,780 6,780 6,780
Other comprehensive income, net of tax:
Unrealized loss on securities
available-for-sale, net of deferred
income tax benefit of $177 (948)
Reclassification adjustment for gain
or loss included in income 604
Total other comprehensive loss, net of tax (344) (344) (344)
Comprehensive Income $ 6,436
Cash dividends paid, $0.49 per share (2,455) (2,455)
Proceeds from issuance of Common Stock -
stock option plans 8,200 10 112 (5) 117
Proceeds from issuance of Common Stock
through dividend reinvestment 65,650 82 963 (41) 1,004
BALANCES, DECEMBER 31, 2001 5,107,594 $ 6384 $ 11,566 $ 33,300 $ 536 $ 51,786
Comprehensive Income:
Netincome for the year $ 8,025 8,025 8,025
Other comprehensive income, net of tax:
Unrealized gain on securities
available-for-sale, net of deferred
income taxes of $2,216 3,936
Reclassification adjustment for gain
ar loss included in income 366
Total other comprehensive gain, net of tax 4302 4,302 4,302
Comprehensive Income 312327
Cash dividends paid, $0.55 per share {2,832) (2,832)
Proceeds from issuance of Common Stock -
stock option plans 22,000 28 310 (14) 324
Proceeds from issuance of Common Stock
through dividend reinvestment 78,082 98 1,189 (49) 1,238
BALANCES, DECEMBER 31, 2002 5,207,676 $ 6510 $ 13,065 $ 38,430 $ 4838 $ 62,843
Comprehensive Income:
Net income for the year $ 8637 8,637 8,637
Other comprehensive income, net of tax:
Unrealized loss on securities
available-for-sale, net of deferred
income tax benefit of $1,135 {2,860)
Reclassification adjustment for gain
or loss included in income 657
Total other comprehensive loss, net of tax (2,203) (2,203) (2,208)
Comprehensive Income $ 6,434
Cash dividends paid, $0.62 per share (3,267) (3,267)
Stock based compensation -
Stock Option Plans 181 181
Proceeds from issuance of Common Stock -
stock option plans 64,800 81 901 982
Proceeds from issuance of Common Stock
through dividend reinvestment 59,359 74 1,49 1,565
BALANCES, DECEMBER 31, 2003 5,331,835 $ 6665 $ 15638 $ 43,800 $ 2,635 $ 68,738

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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NoTeS To CONSOLIDATED FINANCIAL STATEMENTS

1. SuMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The accounting and reporting policies that affect the mare significant
elements of First National Community Bancorp, Inc.’s (the “company”)
financial statements are summarized below. They have been followed
on a consistent basis and are in accordance with generally accepted
accounting principles and conform to general practice within the bank-
ing industry.

NATURE OF OPERATIONS

The company is a registered bank holding company, incorporated under
the laws of the state of Pennsylvania. It is the parent company of First
National Community Bank (the “bank”) and it's wholly owned subsidiary
FNCB Realty, Inc.

The bank provides & variety of financial services to individuals and cor-
porate customers through its sixteen banking locations located in
northeastern Pennsylvania. It provides a full range of commercial bank-
ing services which includes commercial, residential and consumer
lending. Additionally, the bank provides to it's customers a variety of
deposit products, including demand checking and interest-bearing
deposit accounts.

FNCB Reaity, Inc.'s operating activities include the acquisition, holding,
and disposition of certain real estate acquired in satisfaction of loan
commitments owed by third party debtors to the bank.

PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include the accounts of First
National Community Bancorp, Inc., the bank and its wholly owned sub-
sidiary FNCB Realty, Inc.

USE OF ESTIMATES

The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make esti-
mates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from
those estimates.

SECURITIES

Debt securities that management has the ability and intent to hold to
maturity are classified as held-to-maturity and carried at cost, adjusted
for amortization of premium and accretion of discounts using methods
approximating the interest method. Other marketable securities are
classified as available-for-sale and are carried at fair value, Unrealized
gains and losses on securities available-for-sale are recognized as
direct increases or decreases in stockholders’ equity. Cost of securi-
ties sold is recognized using the specific identification method.

Investments in the Federal Reserve Bank and FHLB stock are carried at
cost due to restrictions on their sale due to regulatory requirements.

LOANS

Loans are stated at face value, net of unamortized loan fees and costs
and the allowance for credit losses. Interest on all loans is recognized
on the accrual basis, based upon the principal amount outstanding.

Loans are placed on'nonaccrual when a loan is specifically determined
to be impaired or when management believes that the collection of
interestor principal is doubtful. This is generally when a default of inter-
est or principal has existed for 90 days or more, unless such loan is fully
secured and in the process of collection. When the interest accrual is
discontinued, interest credited to income in the current year is reversed
and the accrual of income from prior years is charged against the
allowance for creditlosses. Any payments received are applied, first to

the ocutstanding loan amounts, then to the recovery of any charged-off
loan amounts. Any excess is treated as a recovery of lost interest.

LOAN IMPAIRMENT

The Bank applies the provisions of SFAS No. 114, Accounting by
Creditors for Impairment of a Loan, and SFAS No. 118, Accounting by
Creditors for Impairment of a Loan - Income Recognition and
Disclosures, in it's evaluation of the loan portfalio. SFAS 114 requires
that certain impaired loans be measured based on the present value of
expected future cash flows, net of disposal costs, discounted at the
loan’s original effective interest rate. As a practical expedient, impair-
ment may be measured based on the loan’s chservable market price or
the fair value of the collateral, net of disposal costs, if the loan is col-
lateral dependent. When the measure of the impaired foan is less than
the recorded investment in the loan, the impairment is recorded
through a valuation allowance.

ALLOWANCE FOR CREDIT LOSSES

The allowance for credit losses is maintained at a level which, in man-
agement’s judgment, is adequate to absorb credit losses inherent in the
loan partfolio. The amount of the allowance is based on management's
evaluation of the collectibility of the loan portfalio, including the nature
of the portfolio, credit concentratians, trends in historical loss experi-
ence, specific impaired loans, and economic conditions. Allowances
for impaired loans are generally determined based on collateral values
or the present value of estimated cash flows. The allowance is
increased by a provision for credit losses, which is charged to expense,
and reduced by charge-offs, net of recoveries. Amounts are charged
off after giving due consideration to such factors as the customer's
financial condition, underlying collateral and guarantees, and general
and industry economic conditions. Changes in the allowance relating
to impaired loans are charged or credited to the provision for credit
losses.

LOAN FEES

Loan origination and commitment fees, as well as certain direct loan
origination costs are deferred and the net amount is amortized as an
adjustment of the related loan’s yield. The bank is generally amortizing
these amounts over the life of the related loans except for residential
mortgage loans, where the timing and amount of prepayments can be
reasonably estimated. For these mortgage loans, the net deferred fees
are amortized over an estimated average life of 7.5 years. Amortization
of deferred loan fees is discontinued when a loan is placed on nonac-
crual status.

OTHER REAL ESTATE (ORE)

Real estate acquired in satisfaction of a loan and in-substance foreclo-
sures are reported in other assets. In-substance foreclosures are prop-
erties in which the borrower has little or no equity in collateral, where
repayment of the loan is expected only fram the operation or sale of the
collateral, and the borrower either effectively abandons control of the
property or the borrower has retained control of the property but his
ability to rebuild equity based on current financial conditions is consid-
ered doubtful. Properties acquired by foreclosure or deed in lieu of
foreclosure and properties classified as in-substance foreclosures are
transferred to ORE and recorded at the lower of cost or fair value {less
estimated selling cost for disposal of real estate) at the date actually or
constructively received. Costs associated with the repair or improve-
ment of the real estate are capitalized when such costs significantly
increase the value of the asset, otherwise, such costs are expensed.
An allowance for losses on ORE is maintained for subsequent valuation
adjustments on a specific property basis.

BANK PREMISES AND EQUIPMENT

Bank premises and equipment are stated at cost less accumulated
depreciation. Routine maintenance and repair expenditures are
expensed as incurred while significant expenditures are capitalized.



NoTES To CONSOLIDATED FINANCIAL STATEMENTS CONTINUED

Depreciation expense is determined on the straight-line method over
the following ranges of useful lives:

Buildings and improvements 10 to 40 years
Furniture, fixtures and equipment 3to 15 years
Leasehold improvements 5t0 30 years

ADVERTISING COSTS

Advertising costs are charged to operations in the year incurred and
totaled $575,000, $804,000 and $491,000 in 2003, 2002 and 2001, respec-
tively.

INCOME TAXES

Deferred tax assets and liabilities are reflected at currently enacted
income tax rates applicable to the period in which the deferred tax
assets or liabilities are expected to be realized or settied. As changes
in tax laws or rates are enacted, deferred tax assets and liabilities are
adjusted through the provision for income taxes.

The company and its subsidiaries file a consolidated Federal income
tax return. Under tax sharing agreements, each subsidiary provides for
and settles income taxes with the company as if they would have filed
on a separate return basis.

CASH EQUIVALENTS

For purposes of reporting cash flows, cash equivalents include cash on
hand, amounts due from banks, and federal funds sold. Generally, fed-
eral funds are purchased and sold for one-day periods.

NET INCOME PER SHARE

Basic earnings per share have been computed by dividing net income
{the numerator) by the weighted-average number of common shares
outstanding {the denaminatar) for the periad. Such shares amounted to
5,264,489 in 2003, 5,148,126 in 2002 and 5,061,996 in 2001,

Diluted earnings per share have been computed by dividing net income
(the numerator) by the weighted-average number of common shares
and options outstanding {the denominator) for the period. Such shares
amounted to 5,493,595 in 2003, 5,353,427 in 2002 and 5,189,441 in 2001.

All share and per share information has been adjusted to reflect the
retroactive effect of the 100% stock dividend paid on January 31, 2003.

STOCK-BASED COMPENSATION

As of January 1, 2003 the Company adopted SFAS No. 148, Accounting
for Stock-Based Compensation — Transition and Disclosure, an amend-
ment to SFAS No. 123, to provide alternative methads of transition for a
voluntary change to the fair value hased method of accounting for
stack-based employee compensation. The Company has elected to
apply the prospective method as permitted by SFAS No. 148.
Accordingly all options granted on and after January 1, 2003 are
charged againstincome at their fair value. Those issued prior to adop-
tion are accounted for on the intrinsic method in accordance with
Accounting Principles Board Opinion {APB) No. 25. Refer to the table in
Note 12 to the financial statements illustrating the effect on the earn- |
ings for the three years presented.

BANK OWNED LIFE INSURANCE

Bank owned life insurance policies (BOLY) are carried at the cash sur-
render value of the underlying policies. Income on the investments in
the policies, net of insurance costs, is recorded as non-interestincome.

SEGMENT REPORTING

In June 1997, the FASB issued SFAS No. 131, Disclosures about
Segments of an Enterprise and Related Information, SFAS No. 131 ]
requires that public companies report certain information about oper-
ating segments in complete sets of financial statements of the compa-

ny and in condensed financial statements of interim periods issued to ;

shareholders. It also requires that public companies report certain
information about their products and services, the geographic areas in
which they operate, and their major customers. SFAS No. 131 applies
to fiscal years beginning after December 15, 1997.

First National Community Bancorp, Inc. is a one bank holding company
operating primarily in northeastern Pennsylvania. The primary purpose
of the company is the delivery of financial services within its market by
means of a branch network located in Lackawanna and Luzerne coun-
ties. Each of the company's entities are part of the same reporting seg-
ment, whose operating results are reqularly reviewed by management.
Therefore, consolidated financial statements, as presented, fairly
reflect the operating results of the financial services segment of our
business.

NEW FINANCIAL ACCOUNTING STANDARDS

The FASB has also issued in 2002 its Statement No. 147, Acquisitions of
Certain Financial Institutions. The provisions of this Statement that
relate to the application of the purchase method of accounting apply to
all acquisitions of financial institutions, except transactions between
two or more mutua! enterprises. The provisions of this Statement that
relate to the application of Statement 144 apply to certain long-term
customer-relationship intangible assets recognized in the acquisition of
afinancial institution, including those acquired in transactions between
mutual enterprises. The effective date was October 1, 2002. As noted
above, the company has not completed any business combinations,
including acquisitions of less-than whole financial institutions and
accordingly Management cannot currently assess the effect future
adoption of this Statement will have.

In November 2002, the Financial Accounting Standards Board (FASB)
issued Interpretation Na. 45, Guarantor’s Accounting and Disclosure for
Guarantees, Including Indirect Guarantees of Indebtedness of Others
(FIN 45). FIN 45requires certain guarantees to be recorded at fair value
and applies to contracts or indemnification agreements that contin-
gently require the guarantor to make payments to the guaranteed party
based on changes related to an underlying asset, liability or equity
security of the guaranteed party. The recognition requirements of FIN
45 are to be applied prospectively to guarantees issued or modified
subsequent to December 31, 2002. FIN 45 also expands the disclosure
to be made by guarantors, effective as of December 31, 2002, to include
the nature of the guarantee, the maximum potential amount of future
payments that the guarantor could be required to make under the guar-
antee, and the current amount of the liability, if any, for the guarantor's
obligation under the guarantee. Guarantees for standby letters of cred-
it entered into by the Company are disclosed in Note 11. The Company
does not expect the requirements of FIN 45 to have a material impacton
its results of operations, financial position or liquidity.

2. ResTRICTED CASH BALANCES:

The bank is required to maintain certain average reserve balances as
gstablished by the Federal Reserve Bank. The amount of those reserve
balances for the reserve computation period which included December
31, 2003 was $75,000, which amount was satisfied through the restric-

tion of vauit cash.

in addition, the bank maintains compensating balances at correspon-
dent banks, most of which are not required, but are used to offset spe-
cific charges for services. At December 31, 2003, the amount of these
balances was $1,175,000.
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3. SECURITIES:

Securities have been classified in the consolidated financial state-
ments according to management's intent. The carrying amount of secu-
rities and their approximate fair values {in thousands) at December 31
follow:

Available-for-sale Securities:

Gross Gross
Unrealized  Unrealized Net
Amortized  Holding Holding  Carrying
Cost Gains Losses Value
December 31, 2003
U.S. Treasury
securities and
obligations of
U.S. government
agencies $ 17,632 $ 186 $ 41 $ 17N
Obligations of state
and political
subdivisions 56,527 3,631 34 60,124
Mortgage-backed
securities 109,922 1,212 856 110,278
Corporate debt
securities 13121 4 104 13,021
Equity securities 10 0 0 10
Total $197,212 $5,033 $1,041  $201,204
December 31, 2002
U.S. Treasury
securities and
obligations of
U.S. government
agencies $ 12,639 $ 390 $§ 0 § 13029
Obligations of state
and political
subdivisians 53,769 2,760 12 56,517
Mortgage-backed
securities 123,156 4,299 31 127,424
Corporate debt
securities 500 0 75 425
Equity securities 10 0 0 10
Total $ 190,074 37,449 $ 118 $197,405
Held-to-maturity Securities:
Gross Gross
Net Unrealized Unrealized
Carrying Holding Holding Fair
Value Gains Losses Value
December 31, 2003
Obligations of state
and political
subdivisions $ 1415 § 27 § 0 §$ 144
Total $ 1415 $ 27 § 0 § 1442
December 31, 2002
Obligations of state
and political
subdivisions $ 1,347 $ 0 $ 41§ 1306
Total $ 1,347 § 0 $§ 41 $ 1306

i

The following table shows the amortized cost and approximate fair
value of the company's debt securities {in thousands) at December 31,
2003 using contracted maturities. Expected maturities will differ from
contractual maturity because issuers may have the right to call or pre-
pay obligations with or without call or prepayment penaities.

Available-for-sale Held-to-maturity

Net Net
Amortized Carrying  Carrying  Fair
! Cost Value Value  Value

Amounts maturing in:
One Year or Less $ 500 $ 503 $ 0 8 o0
One Year through

Five Years 1177 7,368 0 0
After Five Years

through Ten Years 15,834 15,956 0 0
After Ten Years 63,769 67,091 1,415 1,442
Mortgage-backed

Securities 109,922 110,278 0 0
Total $197,202 $201,19 $1.415 81,442

Gross proceeds from the sale of securities for the years ended
December 31, 2003, 2002, and 2001 were $51,282,000, $40,088,000, and
$48,827,000, respectively with the gross realized gains being $999,000,
$405,000, and $796,000, respectively, and gross realized losses being
$342,000, $39,000, and $192,000, respectively.

At December 31, 2003 and 2002, securities with a carrying amount of
$76,692,000 and $33,615,000, respectively, were pledged as collateral to
secure public deposits and for other purposes.

| 4. Loans:

. Major classifications of loans are summarized as follows:

{in thousands)

2003 2002

Real estate loans, secured

by residential properties $ 93,055 $ 78575
Real estate loans, secured by

nonfarm, nonresidential

properties 244,368 216,289
Commercial and industrial loans 132,319 115,651
Loans to individuals for household,

family and other personal

expenditures 66,981 63,258
Loans to state and political

subdivisions 21,734 20,256
All other loans, including

overdrafts 318 87
Gross loans 558,775 494,116
Less: Allowance for credit losses 6,578 {6,140}
Net loans $ 552,197 $ 487 976

Changes in the allowance for credit losses were as follows:

{in thousands)

2003 2002 2001
Balance, beginning of year $6140 $5594  $5250
Recoveries credited to allowance 240 164 191
Provision for credit losses 1,200 1,400 1,220
TOTAL 7,580 7.158 6,661
Losses charged to allowance 1,002 1,018 1,067
Balance, end of year $6578  $6140 $5594
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Information concerning the bank's recorded investment in nonaccrual
and restructured loans is as follows:

(in thousands)

2003 2002

Nonaccrual loans
Impaired $ 0 $0
Other 844 37
Restructured loans 0 0
Total $ 844 $37

The interest income that would have been earned in 2003, 2002 and 2001
on nenaccrual and restructured loans outstanding at December 31,
2003, 2002 and 2001 in accordance with their original terms approximat-
ed $65,000, $4,000 and $43,000. The interestincome actually realized on
such loans in 2003, 2002 and 2001 approximated $15,000, $0 and $6,000.
As of December 31, 2003, there were no outstanding commitments to
lend additional funds to borrowers of impaired, restructured or nonac-
crual loans,

5. BANK PReMISES AND EQUIPMENT,
Bank premises and equipment are summarized as follows:

(in thousands)

2003 2002
Land $ 1,386 $ 1,286
Buildings 4,585 2,989
Furniture, fixtures and equipment 6,380 5,932
Leasehold improvements 3,183 3,358
Total 15,534 13,565
Less accumulated depreciation 6,776 6,463
Net $ 8758 $ 7,102

8. Deposits:

At December 31, 2003 time deposits including certificates of deposit
and Individual Retirement Accounts have the scheduled maturities as
follows:

(in thousands)
Time Deposits

$100,000 Other

and Over  Time Deposits Total
2004 $75,448 $ 131,466 $ 206,914
2005 6,393 34,459 40,852
2006 2173 14,956 17,129
2007 5,300 16,796 22,096
2008 and Thereafter 2,061 12,582 14,643
Total $91,375 $ 210,253 $ 301,634

7. Borrowen Funps:

Borrowed funds at December 31, 2003 and 2002 include the following (in
thousands):

2003 2002
Treasury Tax and Loan Demand Note $ 34 $ 1,040
Federal Funds Purchased 0 11,985
Borrowings under Lines of Credit 140,097 113,883
Total $ 140,421 $ 126,908

Federal funds purchased represent primarily overnight borrowings pro-
viding for the short-term funding requirements of the company’s bank-
ing subsidiary and generally mature within one business day of the
transaction. During 2003, the average outstanding balance on these
credit lines amounted to $3,504,000 and the average rate paid in 2003
was 1.35%.

The following table presents Federal Home Loan Bank of Pittsburgh
{"FHLB of Pittsburgh”) advances at their maturity dates (in thousands):

December 31, 2003

Weighted
Average
Amount __Interest Rate

Within one year $ 6,408 5.08%
After one year but within two years 8,742 4.73%
After two years but within three years 22,072 2.24%
After three years but within four years 3,462 471%
After four years but within five years 27,250 4.86%
After five years 72,166 4.96%
Total $ 140,097 4.50%

The FHLB of Pittsburgh advances include $5 million which are immedi-
ately adjustable, $11 million which reset quarterly and $124 million with
fixed rates. All advances are collateralized either under a blanket
pledge agreement by one to four family mortgage loans or with mort-
gage-backed securities. In addition, the company is required to pur-
chase stock based upon the amount of advances outstanding.

At December 31, 2003, the company had available from the FHLB of
Pittsburgh an open line of credit for $76,331,000 which expires on
December 15, 2004. The line of credit may bear interest at either a fixed
rate or a variable rate, such rate being set at the time of the funding
request. In addition, at December 31, 2003, the company had available
overnight repricing lines of credit with other correspondent banks total-
ing $25,000,000. At December 31, 2003 and 2002, the company had $0
and $11,985,000 outstanding with correspondent banks.

The maximum amount of borrowings outstanding at any month end dur-
ing the years ended December 31, 2003 and 2002 were $160,368,000 and
$129,941,000, respectively.

8. BENEFIT PLANS:

The bank has a defined contribution profit sharing plan which covers all
eligible employees. The bank's contribution to the plan is determined at
management’s discretion at the end of each year and funded.
Contributions to the plan in 2003, 2002 and 2001 amounted to $420,000,
8375,000, and $330,000, respectively.

The bank has an unfunded non-qualified deferred compensation plan
covering all eligible bank officers and directors as defined by the plan.
This plan permits eligible participants to elect to defer a portion of their
compensation. At December 31, 2003, elective deferred compensation
amounting to $1,586,000 plus $850,000 in accrued interest has been
included in other liabilities in the accompanying balance sheet.

9. INCOME TAXxEsS:

The provision for income taxes included in the statement of income is
comprised of the following components {in thousands):

2003 2002 2001
Current $ 2482 $ 2,591 $ 2,094
Deferred (323) (528) (393)
Total $ 2159 $ 2,063 $ 1,701
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Deferred tax assets {(liabilities) are comprised of the following at
December 31 {in thousands):

2003 2002
Allowance for Credit Losses $ 2,236 $ 2,088
Deferred Compensation 828 661

Stock Based Compensation 62 0

Gross Deferred Tax Asset 3,126 2,749
Unrealized Holding Gains on

Securities Available-for-Sale $(1,357) $(2,493)
Deferred Loan QOrigination Fees (230) (150)
Depreciation (253) (167)
Gross Deferred Tax Liability $ (1,840) $(2,810)
Deferred Tax Asset Valuation

Allowance (140) {251}
Net Deferred Tax Assets/{Liabilities) $ 1,146 $ (312)

The provision for income Taxes differs from the amount of income tax
determined applying the applicable U.S. Statutory Federal Income Tax
Rate to pre-tax income from continuing operaticns as a result of the follow-
ing differences {in thousands):

2003 2002 2001

Provision at Statutory Tax Rates $3671 $3430 $2885
Add (Deduct):
Tax Effects of Non-Taxable

Interest Income (1,280) (1,272) (1172}
Non-Deductible Interest Expense 115 145 173
Other Items Net (347) (240) (185)
Provision for Incomie Taxes $2159 $2063 $1,701

The net change in the valuation allowance for deferred tax assetwas a
decrease of $111,000 in 2003 and $100,000 in 2002. The changes relate
to a decrease in the provision for income taxes to which this valuation
relates.

10. RELATED PARTY TRANSACTIONS:

At December 31, 2003 and 2002, certain officers and directors and/or
their affiliates were indebted to the bank in the aggregate amounts of
$25,147,000 and $21,959,000. Such indebtedness was incurred in the
ordinary course of business on substantially the same terms as those
prevailing at the time for comparable transactions with other persons.
During 2003, $42,899,000 of new loans were made and repayments
totaled $39,711,000. The bank was also committed under standby letters
of credit as described in Note 11.

Deposits from certain officers and directors and/or their affiliates held
by the bank at December 31, 2003 and 2002 amounted to $51,171,000 and
$57,870,000.

11. COMMITMENTS:

(a) Leases:

At December 31, 2003, the company was obligated under certain non-
cancelable operating leases with initial or remaining terms of one year
or more. Minimum future obligations under noncancelable operating
leases in effect at December 31, 2003 are as follows (in thousands):

FACILITIES EQUIPMENT
2004 $ 410 $107
2005 43 52
2006 257 25
2007 247 20
2008 and thereafter 375 9
Total $1,702 $213

Total rental expense under operating leases amounted to $490,000 in
2003, $492,000 in 2002, and $439,000 in 2001.

‘ {b) Financial Instruments with Off-Balance Sheet Risk:

| The bank is a party to financial instruments with off-balance sheet risk

| inthe normal course of business to meet the financing needs of its cus-

. tomers. Such financial instruments include commitments to extend

credit and standby letters of credit which involve varying degrees of

¢ credit, interest rate or liquidity risk in excess of the amount recognized
. in the balance sheet. The bank's exposure to credit loss from nonper-

formance by the other party to the financial instruments for commit-
ments to extend credit and standby letters of credit is represented by
the contractual amount of those instruments.

Financial instruments whose contract amounts represent credit risk at

' December 31 are as follows (in thousands):

2003 2002
Commitments to extend credit $103,987 $ 92,284
Standby letters of credit 35,668 22,639

Commitments to extend credit are agreements to fend to customers in
accordance with contractual provisions. These commitments usually
are for specific periods or contain termination clauses and may require
the payment of a fee. The total amounts of unused commitments do not
necessarily represent future cash requirements, in that commitments
often expire without being drawn upon.

Letters of credit and financial guarantees are agreements whereby the
company guarantees the performance of a customer to a third party.
Collateral may be required to support letters of credit in accordance
with management’s evaluation of the creditworthiness of each cus-
tomer. The credit exposure assumed in issuing letters of credit is
essentially equal to that in other lending activities.

Outstanding commitments to extend credit and standby letters of cred-
it issued to or on behalf of related parties amounted to $10,824,000 and

- $11,686,000 and $362,000 and $362,000 at December 31, 2003 and 2002,

respectively.

{c) Concentration of Credit Risk:

Cash Concentrations: The bank maintains cash balances at several cor-
respondent banks. The aggregate cash balances represent due from
- bank accounts in excess of the limit covered by the Federal Deposit
Insurance Corporation amounting to $944,000 and $456,000 as of
December 31, 2003 and 2002, respectively.

Loan Concentrations: At December 31, 2003, 39% of the bank’s com-
mercial loan portfolio was concentrated in loans in the following six
industries. Substantially all of these loans are secured by first mort-
gages on commercial properties. Floor plan loans to automobile deal-
ers are secured by a first lien security interest in the vehicle inventories
of the dealer.

In thousands %
Shopping Centers/Complexes $ 39,633 9.3%
Hotels 27,488 6.5
Land Subdivision 26,581 6.2
Automobile Dealers 25,058 59
Restaurants 24,820 5.8
Office Complexes/Units 22,463 5.3

{d) Other:

The company is also a party to routine litigation involving various
aspects of its business, none of which, in the opinion of management
and its legal counsel, is expected to have a material adverse impacton
the consolidated financial condition, results of operations or liquidity of

the company.
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12. Stock OpTION PLANS:

On August 30, 2000, the Corporation’s board of directors adopted an
Employee Stock Incentive Plan in which options may be granted to key
officers and other employees of the Corporation. The aggregate num-
ber of shares which may be issued upon exercise of the options under
the plan cannot exceed 400,000 shares. Options and rights granted
under the plan may be exercised six months after the date the options
are awarded and expire ten years after the award date.

The board of directors also adopted on August 30, 2000, the
independent Directors Stock Option Plan for members of the corpora-
tion’s board of directors who are not officers or employees of the cor-
poration or its subsidiaries. The aggregate number of shares issuable
under the plan cannot exceed 200,000 shares and are exercisable six
months from the date the awards are granted for a period of three
years.

During the first quarter of calendar 2003, the company adopted the fair
value recognition provisions of FASB Statement No. 123, Accounting for
Stock-Based Compensation, for stock-based employee compensation,
effective as of January 1, 2003. Under the prospective method of adop-
tion selected by the company, stock-based compensation cost will be
recognized using the fair value method for all awards granted, modified
or settled on or after that effective date.

Prior to 2003, the Company measured stock compensation cost using
the intrinsic value method of accounting prescribed by APB Opinion No.
25, Accounting for Stock [ssued to Employees, and related interpreta-

Year Ended December 31,

2003 2002 2001

Net income, as reported $8637 $8025 $6,780
Add: Stock-based employee

compensation expense

included in reported net

income, net of related tax

effects 120 0 0
Deduct: Total stock-based

employee compensation

expense determined under fair

value based method for all awards,

net of related tax effects (1200  (149) (176}
Pro forma net income $8637 $7.876 $6,604
Basic Earnings per share:

As reported $164 3156  $1.34

Pro forma $164  $153  $1.30
Diluted Earnings per share:

As reported $157  §150  $1.31

Pro forma $1.57  $147  $1.27

The fair value of each option grant is estimated on the date of grant
using the Black-Scheoles option-pricing mode! average assumptions:

Year Ended December 31,

tions. Accordingly, no compensation cost was recognized for stock 2003 2002 2001
option awards granted in 2002 and 2001. The following table illustrates | Dividend yield 2.18% 2.93% 2.97%
the effect on netincome and earnings per share if the fair value based | Expected life 10 years 5.98 years 6.17 years
method had been applied to awards made in 2003, 2002 and 2001 con- | Expected volatility 21.8% 20% 20%
sistent with the provisions of SFAS No. 123. Risk-free interest rate .96% 1.70% 3.39%
A summary of the status of the company’s stock option plans is presented below:
2003 2002 2001
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Qutstanding at the beginning of the year 258,800 $ 15.806 179,800 $15.582 98,000 $14.275
Granted 35,000 27.520 103,000 15.985 94,000 16.775
Exercised (64,800} 15.161 {22,000) 14.730 (8,200) 14.275
Forfeited 0 0 (2,000 16.775 {4,000} 14.275
Qutstanding at the end of the year 229,000 $17.779 258,800 $ 15.806 179,800 $15.582
Options exercisable at year end 194,000 $16.021 155,800 $15.687 85,800 $14275
Weighted average fair value of options
granted during the year $ 519 $ 219 $ 283
information pertaining to options outstanding at December 31, 2003 is &s follows:
Options Qutstanding Options Exercisable
Weighted
Average Weighted Weighted
Range of Remaining Average Average
Exercise Number Contractual Exercise Number Exercise
Price Qutstanding Life Price Exercisahble Price
$15.985-$16.775 58,000 1.2 vears $16.366 58,000 $16.366
$14.275-$27.520 171,000 8.3 years 18.258 136,000 15.875
229,000 194,000
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13. REGULATORY MATTERS:

The bank is subject to various regulatory capital requirements adminis-
tered by the federal banking agencies. Failure to meet minimum capi-
tal requirements can initiate certain mandatory - and possibly addition-
al discretionary - actions by regulators that, if undertaken, could have
a direct material effect on the bank’s financial statements. Under cap-
ital adequacy guidelines and the regulatory framework for prompt cor-
rective action, the bank must meet specific capital guidelines that
involve guantitative measures of the bank’s assets, liabilities, and cer-
tain off-balance-sheet items as calculated under regulatory account-
ing practices. The bank’s capital amounts and classification are also
subject to qualitative judgments by the regulators about components,
risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequa-
cy require the bank to maintain minimum amounts and ratios {set forth in
the table below) of tota! and Tier | capital {as defined in the regulations) to
risk-weighted assets (as defined), and of Tier | capital (as defined) to aver-
age assets (as defined). Management believes, as of December 31, 2003,
that the bank meets all capital adequacy requirements to which it is sub-
ject.

As of December 31, 2003, the most recent notification from the Office of
the Comptroller of the Currency categorized the bank as “Well
Capitalized” under the regulatory framework for prompt corrective
action. To be categarized as “Weli Capitalized” the bank must maintain
minimum Total risk-based, Tier | risk-based, and Tier | leverage ratios as
set forth in the table. There are no conditions or events since that notifi-
cation that management believes have changed the institution’s category.

(in thousands)

To Be Well
Capitalized Under
Prompt Corrective
Action Provisions:

For Capital

Actual Adequacy Purposes:

Amount  Ratio

Amount Ratio Amount  Ratio

As of December 31, 2003
Total Capital
{to Risk Weighted Assets)
Tier | Capital
(to Risk Weighted Assets)
Tier | Capital
{to Average Assets)

As of December 31, 2002:
Total Capital
{to Risk Weighted Assets)
Tier | Capital
{to Risk Weighted Assets)
Tier | Capital
(to Average Assets)

Banking regulations also limit the amount of dividends that may be paid
without prior approval of the bank’s regulatory agency. Retained earn-
ings against which dividends may be paid without prior approval of the
federal banking regulators amounted to $18,154,000 at December 31,
2003, subject to the minimum capital ratio requirements noted above.

14. DiscLosures ABouT FaiR VaLue OF FINANCIAL INSTRUMENTS:

Statement of Financial Accounting Standards No. 107 Disclosures
about Fair Value of Financial Instruments, {SFAS 107} requires annual
disclosure of estimated fair value of on-and off-balance sheet financial
instruments.

The following methods and assumptions were used to estimate the fair
value of each class of financial instruments for which it is practicable
to estimate that value:

Cash and short-term investments:

Cash and short-term investments include cash on hand, amounts due
from banks, and federal funds sold. For these short-term instruments,
the carrying amount is a reasonable estimate of fair value.

Interest-bearing balances with financial institutions:
The fair value of these financial instruments is estimated using rates
currently available for investments of similar maturities.

Securities:
For securities held for investment purposes, the fair values have been

$72681  11.47% 2850,701  28.0% 2863,376  210.0%
$66,103  10.43% 2825350 24.0% 838,026  >6.0%
$66,103  8.52% 2831037 24.0% 838,797  25.0%
$64,145  11.68% 2843944  280% >$54,930 210.0%
$58,005  10.56% 2821972 24.0% >832,958  >6.0%
$58,005  8.09% 2§28678 24.0% 835847  25.0%

individually determined based on currently quoted market prices. if a
quoted market price is not available, fair value is estimated using
quoted market prices for similar securities.

Loans:

The fair value of loans has been estimated by discounting the future
cash flows using the current rates which similar loans would be made
to barrowers with similar credit ratings and for the same remaining
maturities.

Deposits:

The fair value of demand deposits, savings deposits, and certain money
market depaosits is the amount payable on demand at the reporting date.
The fair value of fixed-maturity certificates of deposit is estimated using
the rates currently offered for deposits of similar remaining maturities.

Borrowed funds:
Rates currently avaifable to the bank for debt with similar terms and
remaining maturities are used to estimate fair value of existing debt.

Commitments to extend credit and standby letters of credit:

The fair value of commitments is estimated using the fees currently
charged to enter into similar agreements, taking into account the
remaining terms of the agreements and the present creditworthiness of
the counterparties. For fixed-rate {oan commitments, fair value also
considers the difference between current levels of interest rates and
the committed rates. The fair value of letters of credit is based on fees
currently charged for similar agreements or on the estimated cost to
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terminate them or otherwise settle the obligations with the counterpar-

ties at the reporting date.

The estimated fair values of the bank’s financial instruments {in thou-

sands) are as follows:
December 31, 2003
Carrying Fair
Value Value

FINANCIAL ASSETS
Cash and short term investments
Interest-bearing balances with

$ 23290 $ 23290

financial institutions 2,673 2,672
Securities 211,353 211,380
Gross Loans 558,775 565,310

FINANCIAL LYABILITIES
Deposits $ 602,069 $ 603,976
Borrowed funds 140,421 148,910
OFF-BALANCE SHEET FINANCIAL INSTRUMENTS
Commitments to extend credit and
standby letters of credit $ 0 $ 280
December 31, 2002
Carrying Fair
Value Value
FINANCIAL ASSETS
Cash and short term investments $ 15,498 $ 15498
Interest-bearing balances with

financial institutions 3,368 33717
Securities 205,492 205,451
Gross Loans 494,116 503,329

FINANCIAL LIABILITIES
Deposits $ 540,475 $ 544,618
Borrowed funds 126,908 135,617

OFF-BALANCE SHEET FINANCIAL INSTRUMENTS

Condensed Statement of Cash Flows for the years ending December 31,
2003, 2002 and 2001
2003 2002 2001

Cash Flows from Operating Activities:

Netincome $ 8637 §$ 8025 $ 6780
Adjustments to reconcile net
income to net cash provided
by operating activities:
Equity in undistributed
income of subsidiary (7,861) (6,926)  {5,445)
Decrease in other assets 5 31 12
Net Cash Provided by
Operating Activities $ 781 $ 1,130 § 1,347
Cash Flows from Financing Activities:
Cash dividends $1{3,267) ${(2,832) $(2,455)
Proceeds from issuance of
common stock net of stock
issuance costs 2,547 1,562 1,121
Net Cash Used in Financing
Activities $ (7200 ${1,270) $(1,334)
Increase (decrease) in Cash $ 61 % (1400 § 13
Cash at Beginning of Year 182 322 309
Cash at End of Year $ 243 § 182 § 322

Non-cash investing and financing activities:

In 1999, the company adopted a dividend reinvestment plan.
Shares of stock issued in 2003, 2002 and 2001 were 59,359
shares, 78,082 shares and 65,650 shares, respectively, in lieu of
paying cash dividends of $1,565,000 in 2003, $1,238,000 in 2002
and $1,004,000 in 2001.

18. SeLecTeD QuaRrTERLY FINANCIAL Data {UnaupITED):
In thousands, except per share amounts

Quarter Ending

Commitments to extend credit and March 31,  June 30, Sept. 30, Dec. 31,
standby letters of credit 3 0 3 158 2003
Interest income $10191 $10,163  $10,150  $10,20
15. CONDENSED FINANCIAL INFORMATION — PARENT Company ONLY. Interest expense 4,608 4,466 4,213 4,123
Net interest income 5,583 5,697 5,937 6,078
Condensed parent company only financial information is as Provision for credit
follows {in thousands}: {osses 325 325 225 325
Other income 1,188 1,217 840 939
Condensed Balance Sheet December 31, 2003 2002 Other expenses 3,625 3,665 3918 4,275
Assets: Provision for income
Cash $ 243 $ 182 taxes 586 618 515 440
Investment in Subsidiary Net income $ 2235 $ 2306 $ 2119 3 19717
(equity method) 68,495 62,656 | Earnings per share:
Other assets 0 5 Basic $ 043 $§ 04 $ 040 § 037
Total Assets $ 68,738 $ 62,843 Diluted $ 041 $ 042 $ 038 § 035
Liabilities and Stockholders’ Equity: 2002
Stockholders’ equity $ 68,738 $ 62,843 | interestincome $10,685 $10,941 $10,855  §10,378
Interest expense 5,461 5,323 5,160 4,855
Condensed Statement of Income for the years ending Net interest income 5,224 5,618 5,695 5,523
December 31, 2003, 2002 and 2001 Provision for credit
losses 325 325 325 425
2003 2002 2001 Other income 114 696 805 1,061
Income: Other expenses 3,455 3450 3,548 3,795
Dividends from Subsidiary $ 800 $ 1,125 §$1375 Provision for income
Equity in Undistributed taxes 550 525 550 438
Income of Subsidiary 7,861 6,926 5,445 Net income $ 2008 $ 2,014 $ 2,077 $ 1,926
Total Income $ 8661 $ 8051 $ 6820 Earnings per share:
Expenses 24 26 40 Basic $ 039 $ 039 $ 04 $ 037
Net Income $ 8637 38025 S 6780 Diluted $ 038 $ 038 3 038 $ 036
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INVESTOR INFORMATION

MARKET PRICES OF STOCK AND DIVIDENDS PAID

The company’s common stock is not actively traded. The principal mar-
ket area for the company’s stock is northeastern Pennsylvania,
although shares are held by residents of twenty other states across the
country. First National Community Bancorp, Inc. is listed in the Qver-
The-Counter (OTC) Bulletin Board Stocks under the symbol “FNCB”.
Quarterly market highs and lows and dividends paid for each of the past
two years are presented below. These prices represent actual trans-
actions. The company expects that comparable cash dividends will be
paid in the future.

2003
MARKET PRICE DIVIDENDS PAID
QUARTER HIGH LOwW PER SHARE
First $ 27.80 $ 19.30 $ 4
Second 32.00 27.00 14
Third 28.00 25.50 .16
Fourth 29.50 25.50 18
$0.562
2002
MARKET PRICE DIVIDENDS PAID
QUARTER HIGH LOW PER SHARE
First $16.50 $15.20 $ 125
Second 17.50 15.40 125
Third 17.13 15.55 135
Fourth 19.50 16.63 .165
$0.55

*Share and per share information includes the retroactive effect of the
100% stock dividend paid January 31, 2003.

MARKET MAKERS

FJ. Morrissey

1700 Market Street
Suite 1420
Philadelphia, PA 19103
(215) 563-8500

Monroe Securities
47 State Street
Rochester, NY 14614
{716) 546-5560

Ryan, Beck and Co.

220 South Orange Avenue
Livingston, NJ 07039
(973) 597-6000

RBC Dain Rauscher

1211 Avenue of the Americas
32nd Floor

New York, NY 10036

(866) 835-1422

TRANSFER AGENT

Registrar and Transfer Company
10 Commerce Drive
Cranford, NJ 07016-9982

Shareholder questions regarding stock ownership should be directed
to the Investor Relations Department at Registrar and Transfer
Company at 1-800-368-5948.

DIVIDEND CALENDAR

Dividends on the company’s common stock, if approved by the Board of
Directors, are customarily paid on or about March 15, June 15,
September 15 and December 15. Record dates for dividends are cus-
tomarily on or about March 1, June 1, September 1, and December 1.

SHAREHOLDERS' INQUIRIES

A copy of the company’s Annual Report for the year ended December
31, 2003 on Form 10-K, as required to be filed with the Securities and
Exchange Commission, may be obtained free of charge by writing to:

Treasurer

First National Community Bancorp, Inc.
102 East Drinker Street

Dunmore, PA 18512

INTERNET ADDRESS
www.fnch.com

E-MAIL ADDRESS
fncb@fnch.com

DIVIDENDS PER SHARE s
| $0:62
$0:44 $0.49 $0:55 i

$0.40

1939 2000




INDEPENDENT AUDITORS” REPORT

DCO

DEMETRIUS & COMPANY, L.L.C.

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholders
First National Community Bancorp, Inc.

We have audited the accompanying consolidated statements of financial condition of
First National Community Bancorp, Inc. and Subsidiaries (the “Company”) as of December 31,
2003 and 2002, and the related consolidated statements of income, changes in stockholders’ equi-
ty and cash flows for each of the three years in the period ended December 31, 2003. These con-
solidated financial statements are the responsibility of the Company’s management. Our respon-
sibility is to express an opinion on these financial statements based on our audits.

We conducted our audits, in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

in our opinion, the consolidated financial statements referred to above present fairly in all
material respects, the financial position of First National Community Bancorp, Inc. and
Subsidiaries as of December 31, 2003 and 2002, and the results of their operations and their cash
flows for each of the three years in the period ended December 31, 2003 in conformity with
accounting principles generally accepted in the United States of America.

E&t«-&z«; V(é“‘fﬂv:j y &b €,

DEMETRIUS & COMPANY, L.L.C.
Wayne, New Jersey

January 22, 2004

Wayne Interchange Plaza il 155 Route 46 West Wayne, New Jersey 07470-6831
Telephone: 873-812-0100 Fax: 973-812-0750 www.demetrius-llc.com

MEMBER FIRM OF THE PCPS AND SECPS OF THE AICPA
MeMBER OF DCO INTERNATIONAL L.L.C.
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